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Administered Prices: Their Nature and Behavior 


JuLes BackMAN 


Professor of Economics, New York University 


THE INQUIRY by the Senate Subcom- 
mittee on Antitrust and Monopoly of 
the Judiciary Committee in the sum- 
mer of 1957 has again focused attention 
on the subject of administered prices. 

Congressional interest in adminis- 
tered prices is not new. Just prior to 
World War II, the Temporary National 
Economic Committee also devoted con- 
siderable time and effort to adminis- 
tered prices. When the earlier efforts 
were made to determine the economic 
effects of administered pricing, the re- 
sulting analyses were colored by the de- 
pressed environment in which they were 
promulgated. Therefore, it is not sur- 
prising that many of the ills that beset 
the economy in the 1930’s were attrib- 
uted to administered prices even though 
this method of pricing had been preva- 
lent in the economy for many prior 
decades. 

In the more recent investigation, the 
emphasis has been upon whether or 
not administered prices are responsible 
for the price rise (inflation) that oc- 
curred in 1956-57. In this examination 
of administered prices, attention will 


be given to (1) how they have been 


defined, (2) how they differ from mar- 
ket prices, (3) how administered prices 


are determined, (4) how important 
they are, and finally, (5) how they 
have behaved in the inflationary period 
1955-57. 


Administered Prices Defined 


The first use of the term “adminis- 
tered price” appears to have been by 
Gardiner C. Means, who gave this 
definition: 

An administered price .. . is a price which 
is set by administrative action and held 
constant for a period of time. We have an 
administered price when a company main- 
tains a posted price at which it will make 
sales or simply has its own prices at which 
buyers may purchase or not as they wish.’ 
This seems like a clear-cut definition 
which describes the price-making proc- 
ess in the major sectors of a modern 


economy.” 


‘Gardiner C. Means, “Industrial Prices 
and Their Relative Inflexibility,’ Senate 
Document No. 13 (Washington: U. S. 
Government Printing Office, January 17, 
LGS.D)) ep walls 

* See also Committee on Price Determina- 
tion, Cost Behavior and Price Policy (New 
York: National Bureau of Economic Re- 
search, 1943), pp. 273-74; Edwin G. Nourse 
and Horace B. Drury, Industrial Price Poli- 
cies and Economic Progress (Washington: 
The Institute of Economics of the Brookings 
Institution, 1938), p. 9; Richard H. Left- 
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On the other hand, some writers 
have used the concept to describe a 
form of price behavior which they do 
not approve. Such writers tend to em- 
phasize the behavior of administered 
prices instead of the procedure of :price 
making.® Thus, Senator Estes Kefauver 
has stated that 
Administered price industries . . . [are] 
those which because of their power have 
control over prices not affected by normal 
competitive forces. Examples are steel, 
newsprint, many types of food, automobiles, 
and farm machinery.’ 

The use of the term as an explicit 
or implied condemnation of pricing 
practices has created much of the con- 
fusion surrounding it. Because of the 
confusion in meaning, some economists 
have proposed other terms to describe 
these phenomena. Among the phrases 
suggested are quoted prices,’ price 


wich, The Price System and Resource Allo- 
cation (New York: Rinehart and Company, 
1955), p. 340; Oswald Knauth, Managerial 
Enterprise, Its Growth and Methods of Op- 
eration (1st ed.; New York: W. W. Norton 
and Company, 1948), p. 106; Myron H. 
Umbreit, Elgin F. Hunt, and Charles V. 
Kinter, Modern Economic Problems (1st 
ed.; New York: McGraw-Hill Book Com- 
pany, 1950), p. 346. 

* Testimony of Nat Weinberg before the 
Joint Economic Committee, Economic Re- 
port of the President, January, 1957 (Wash- 
ington: U. S. Government Printing Office, 
1957), p. 311; Persia Campbell, The Con- 
sumer Interest: A Study in Consumer Eco- 
nomics (New York: Harper and Brothers, 
1949), p. 536; Charles H. Hessions, S. M. 
Miller, and Curwen Stoddart, The Dynamics 
of the American Economy (New York: Al- 
fred A. Knopf, 1956), p. 166. 

“Senator Estes Kefauver’s Speech before 
the Automobile Wholesalers Association of 
Tennessee, April 8, 1957. 

°J. M. Clark, “Toward A Concept of 
Workable Competition,’ American Eco- 
nomic Review, Vol. 30 (June, 1940), p. 244. 


policies,® policy-influenced prices,’ in- 
ternally regulated prices,* managed in- 
dustrial prices,? and producer price 
jurisdiction.*° However, several of these 
proposed alternative terms are too lim- 
ited to cover all types of prices not 
determined in a competitive market. 
This seems particularly true for terms 
such as managed industrial prices and 
producer price jurisdiction. The idea 
of a quoted price is not very valuable 
since it has come to have a specialized 
meaning much narrower than required 
for nonmarket prices. Probably the most 
useful term remains administered prices 
— provided it is confined to a descrip- 
tion of the price making process and is 
not used to describe price behavior. 


.Administered Prices and Market Price: 


In terms of their behavior as well a: 
the nature of the markets in whick 
they are set, several differences may be 
noted between competitive marke 
prices and administered prices. To the 
economist, a market price is one de. 
termined by the interplay of demanc 


*Dudley F. Pegrum, The Regulation o 
Industry (Chicago: Richard D. Irwin 
1949), p. 103. 

"Saul Nelson and Walter G. Keim, “Pric 
Behavior and Business Policy,’ Monograpl 
No. 1 (Washington: Temporary Nationa 
Economic Committee, 1940), p. 15. 

*H. L. McCracken, “Discussion,” Amer 
ican Economic Review, Supplement, March 
1936, pp. 66-67. 

* “Final Report and Recommendations o 
the Temporary National Economic Commit 
tee,” Senate Document No. 35 (Washing 
ton: U. S. Government Printing Office 
1941), pp. 13 and 14. 

*H. §. Dennison and J. K. Galbraitk 
Modern Competition and Business Polic 
(New York: Oxford University Pres: 
1938), pp. 25 and 33. 
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and supply under conditions where 
there are so many buyers and sellers 
that no single individual can determine 
or dictate the price. Market prices, 
therefore, tend to be more immediately 
responsive to the impact of changing 
economic pressures. On the great com- 
modity and security exchanges, price 
changes may occur every few minutes. 
In contrast, when prices are set ad- 
ministratively, they may remain un- 
altered for substantial periods of time. 
When changes are made in adminis- 
tered prices, they usually follow a step- 
like process to a new level rather than 
the erratic movements usually charac- 
teristic of market prices. The patterns 
of price changes for such products as 
rayon, bricks, potash salts, refrigerators, 
steel, automobiles, and many retail 
prices are illustrative of the step-like 
tendency. Usually an accumulation of 
economic pressures is necessary before 
an administered price is changed, 
whereas market prices may be sensitive 
to any single stimulus. 

As a rule the characteristics of the 

producing industry determine whether 
a commodity price will be administered 
or subject to market control. Nelson 
and Keim have pointed out: 
To some extent “market” prices on the 
one hand, and “administered” prices on 
the other, relate to different kinds of com- 
modities. The former are typical of raw 
materials and particularly of agricultural 
raw materials, while the latter are com- 
monly associated with manufactured prod- 
ucts.” 

Whether prices are determined by 
free markets or by administrative ac- 
tion, they must perform two functions: 


4 Nelson and Keim, of. cit., p. 34. Italics 
added. 


a rationing function and a stimulating 
function. The level of prices must be 
such that available scarce supplies will 
be allocated among those who desire 
the product most intensely and who 
have the purchasing power required to 
make their choices effective. The prices 
must be high enough to eliminate the 
demand of the least necessitous bidders 
and low enough to dispose of the avail- 
able supplies. In addition to acting as 
a rationing agent, the level of prices 
helps to determine the availability and 
the flow of supplies to the market. 
Hence, the level of prices acts as a 
stimulant to producers in the determi- 
nation of what commodities to produce 
and in what quantity. Both market 
prices and administered prices perform 
these dual functions. However, the de- 
gree of responsiveness of price to 
changes in supply conditions and con- 
sumer preferences will differ. Usually, 
market prices are more immediately re- 
sponsive to these stimuli whereas ad- 
ministered prices respond more slowly. 

When changes in cost or changes in 
demand take place for administered 
products, it is not infrequent that ad- 
justments are reflected in non-price 
factors. The expansion and contraction 
in the size of the five-cent chocolate 
bar over the past two decades furnish 
a good illustration. Similarly, even 
though a price line remains unchanged, 
quality may be improved or deterio- 
rated as costs change (apparel is a good 
illustration) . 

It is often a characteristic of the 
products for which prices are set by 
administrative action that there are 
fewer buyers and/or sellers than are 
found in perfectly competitive markets. 
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Because of the type of market or busi- 
ness organization, the administered 
price is the only feasible one. Thus, 
retail prices by their nature tend to 
change less frequently and less violently 
and to be set by the decision of retail- 
ers. However, in some instances, even 
these prices fluctuate frequently and 
sharply, particularly for many perish- 
able foods. In any event, most busi- 
nesses would find it difficult as well as 
administratively cumbersome, to change 
prices in accordance with daily or 
weekly changes in consumer preferences 
and/or conditions of supply. 


Administered Prices: 
Frequency of Change Test 

As is:the case with any concept, ad- 
ministered prices must be capable of 
measurement if the idea is to have any 
significance. When it came to actually 
identifying administered prices, 
Gardiner Means abandoned his defini- 
tion in favor of a statistical measure- 
ment. In 1935, he distinguished be- 
tween administered prices and market 
prices by the number of times a price 
changed during the period 1926-33. 
Administered prices were considered 
synonymous with inflexible prices, and 
he also indicated that there was a 
fairly close correlation between the 
number of times a price changed and 
the amplitude of these changes.’ 

In June, 1939, the National Re- 
sources Committee (NRC) published 
an elaborate report which dealt with 
the question of inflexible prices.13 In 

% Means, of. cit., pp. 2 and 3. 

* National Resources Committee, The 
Structure of the American Economy, Part I 


(Washington: U. S. Government Printing 
Office, June, 1939). 


Appendix 2 of that report, the 784 
commodities included in the wholesale 
price index were classified according 
to the frequency of change during the 
1926-33 period. In April, 1951, the 
United States Department of Com- 
merce divided the components of the 
wholesale price index into three cate- 
gories: inflexible, flexible, and neither 
flexible nor inflexible prices.* These 
classifications were based upon the fre- 
quency of change reported in the ear- 
lier NRC study. { 

In connection with the Kefauver 
hearings, Dr. Means submitted a letter. 
dated August 1, 1957, in which he dis- 
tinguished between the behavior of 
market prices and administered price: 
during the period June, 1955, to June. 


.1957. The test used for distinguishing 


between the two sets of prices was the 
frequency of change in the 1926-32 
period. He defined market prices as 
those which had changed more thar 
77 times out of a possible 95 in the 
1926-33 period. Administered price: 
were defined as those which changec 
seven times or less in the 1926-3 
period. As a result of this method of 
distinguishing between the two type: 
of prices, many prices which were ac 
tually administered were included ir 
his market price category. An examina 
tion of the list of products containec 
in the original NRC report shows tha 
many of the products which changec 
more than 77 times were administered 
as that term was defined earlier, rathe 
than market prices. Even though som 
prices changed very frequently betweer 
1926 and 1933, they were not marke 


“U.S. Department of Commerce, Surve’ 
of Current Business, April, 1951, pp. 8-10. 
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prices. Included in this group were ad- 
ministered prices such as cotton twine; 


turpentine; dried apples, apricots, and 
peaches; prunes; raisins; fuel oil; gaso- 
line; copper ingot; pig lead; lumber; 
pine flooring; tire fabrics; and pig zinc. 
A method of classification that yields 
such results is of questionable validity. 

When the price flexibility contro- 


_ versy first arose, considerable question 


~ of change . . 


was raised as to the validity of using 
frequency of change as a measure of 
price flexibility. Thus, for example, 
Nourse and Drury regarded “frequency 
. as a fictitious and mis- 
leading test of the soundness of price 
adjustment.”*® Nelson and Keim sug- 
gested that the idea “has restricted use- 
fulness as a measure of flexibility.”*® 
For some commodities, prices might 
change infrequently and yet the ampli- 
tude of the changes might be so great 
that there could be little question that 


such prices were flexible.1’ This type 


of situation might develop because the 


_ frequency of change reflected the kind 


of market in which a good was bought 
and sold and not necessarily whether it 
was administered. For example, prices 
with distinct seasonal patterns (such as 
milk and anthracite coal) might be 
changed each month by administrative 
action and yet show small amplitude 
of change in a business cycle.'* Products 


* Nourse and Drury, op. cit., p. 9. 

*® Nelson and Keim, of. cit., p. 29. 

“For an interesting illustration of this 
tendency, see Jules Backman, “Flexibility of 
Cheese Prices,” Journal of Political Econ- 
omy, August, 1940, pp. 579-82. 

% In the New York milkshed, the price of 
Class I milk is determined by a formula 
which includes a seasonal factor providing 
for changes in price in every month except 
June. See Report of the New York Milkshed 


with a large raw material content (for 
example, meats) might be changed 
frequently by administrative action. 
Some prices may change every few min- 
utes (grains on the commodity ex- 
changes) whereas others may change 
only once or twice a month (print 
cloth). Yet both of these latter types 
of product are shown to have one 
change a month in the statistics pre- 
pared to measure frequency of change. 
Nevertheless, it has been pointed out 
that each of “these are in many ways 
different kinds of markets.”!® Even 
though price administrators may not 
respond to changing supply and de- 
mand conditions as rapidly as an auc- 
tion market, they are not immune from 
these influences nor do they fail to re- 
spond to them, as was illustrated by the 
experience with nonferrous metals in 


1957. 


Frequency of Change Poor Test 
for Classification 


The fundamental assumption used 
by Means was that the frequency of 
change during the 1926-33 period pro- 
vided a satisfactory benchmark for the 
classification of products as to whether 
or not their prices were “administered” 
in 1955-57. He assumed that if prices 
changed relatively infrequently in the 
earlier period, the same behavior pat- 
tern should prevail in the later period. 
In fact, he described his group of 79 
administered prices as the “least fre- 
quently changing administered prices.” 
Means then listed 40 “highly adminis- 
tered prices”: “bread, rolled oats, men’s 


(New York: February, 


Price Committee 
1949), p. 201. 
7 Nelson and Keim, of. cit., p. 29. 


8 CURRENT ECONOMIC COMMENT 


underwear, men’s and women’s gloves, 
leather belting, barytes, roof and barn 
paint, enamel, lithopone, hand tools 
(10 items), agricultural implements 
(14 items), carpets (2 items), dinner 
sets, nappies, and plate glass mirrors.” 
His list could not be checked because 
19 agricultural implements were found 
rather than 14 as he noted.”° 

Table 1 shows the number of times 
each of the 40 [45] commodities 
changed during the June, 1955-June, 
1957, and 1926-33 periods. In the ear- 
lier period, each one of the items (ex- 
cept rolled oats) changed seven times 
or less, an average of less than once a 
year. A similar frequency-for the June, 
1955-June, 1957, period would have to 
yield a maximum of about two price 


changes. However, out of the 45 listed . 


items, only four commodities had no 
more than two price changes. 

Moreover, despite the fact that a 95- 
month period (1926 to 1933) was com- 
pared with a 24-month period (June, 
1955, “to June, 1957), 29 “products 
showed more frequent changes in the 
latter period than in the entire earlier 
period; three recorded the same num- 
ber of changes. Twenty-six products 
changed an average of at least three 
times a year during June, 1955-June, 
1957, as compared with a frequency of 
less than once a year in the 1926-33 
period. 

Copper, lead, and zinc prices provide 
an interesting illustration of the pecu- 
liar results obtained by using frequen- 
cies during the 1926-33 period as a 


* Actually, since all agricultural imple- 
ments have administered prices, he could 
logically have included in his tabulation all 
58 such products reported in the wholesale 
price index. 


| 
standard for the current distinction be- 


tween market prices and administered 
prices. On the basis of the 1926-33 
experience, Means classified copper 
lead, and zinc as commodities governe¢ 
by “market prices” in 1957. Yet ar 
examination of the June, 1955-June 
1957, data shows that these items were 
relatively stable over the 24-montk 
period: copper changed six times, zinc 
five, and lead only four. 

Although the changes in the prices ©: 
copper, lead, and zinc were relativeh 
infrequent, the magnitude of thet 
changes was substantial. From June 
1955, to June, 1957, the total wholesale 
price index rose 6.4 percent and the 
nonfarm nonfood component increasec 
8.3 percent. During this same period 
on the other hand, copper ingots de 
clined 11.1 percent, pig lead 6.6 per 
cent, and slab zinc 8.0 percent. 

During the year June, 1956, to June 
1957, the wholesale price index rose 2.! 
percent and the nonfarm nonfood in 
dex 3.0 percent, but copper ingots de 
clined 30.4 percent, pig lead 12.5 per 
cent, and slab zinc 17.9 percent. Clearly 
the data for June, 1955-June, 1957 
showed no relationship between fre 
quency of change and amplitude c 
change for nonferrous metals. 

It is also instructive to compare th 
record of these three metals with th 
“least frequently changing” adminis 
tered price group. An examination 
Table 1 shows that of these 45 so-calle 
highly administered prices, 

26 prices changed six times or more — tk 
copper record, 28 prices changed five tim 
or more — the zinc record, and 35 pric 


changed four times or more —the lez 
record. 
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Clearly, the comparisons suggest that But there is more to the story. Let 
_ according to the Means criteria, copper, us examine the nature of the pricing 
j lead, and zinc prices were more ad- process for copper, lead, and zinc. 
_ ministered than were those in the se- Changes are usually announced by spe- 
lected “highly administered” price cific companies which act as price lead- 
group. ers. Announced prices may be main- 


Table 1. Frequency of Changes in Wholesale Prices 
June, 1955-June, 1957, and 1926-33 


Number of Number of 
changes? changes*® 
Commodity June, Commodity June, 
1955- | 1926- 1955- | 1926- 
June, Be June, 33 
157 1957 
Agricultural implements: Hand tools: 
Corn planter, mounted.... 8 0 NU ose ye. 8c, SOR TES On 4 1 
Corn planter, drawn...... 8 0 amin crane tee eee 3 7 
Plow, moldboard, drawn. . 7 0 Planevijacks- nec oe eee Uf 1 
Wornishellern sa. os 5 we 10 0 SAW.) CrOssCuts 24. sees 4 i 
Cream separator......... 4 5 Saw, band ea. seer. ney: 3 5 
Manure spreader......... i] 2 MISC Sai tke aictohacs pee 4 2 
Combine, pull type....... 10 2 
Combine, self propelled. . . 9 2 Other products: 
Tractor, under 25 BHP... 6 2 Baryites tn osun sissies 3 2, 
WW PORES Ate cacao en 8 6 Paint, roof and barn..... 8 6 
Corn and cotton planter... if 3 iBanamnvel eee gree ete fs 9 5 
erat Grete de ois kick ask. 6 1 Lit HhOPOne swe jac yehscee es Ze 3 
ALE OW Meee aete Sit ies leita G 5 3 Axminster rug, wool..... 5 7 
Beet harvester and loader. . 9 1 Wilton, broadloom, wool. . 7 6 
Bona ses NARV ester... 21): ii 1 Dinner Sctsaers eee 6 1 
lay @loaletiin ma Aticctes, oo» snes ii 3 Nappy or sauce dish..... 3 3 
INTO WELT tet ietten eis asec oun es 6 2 Mirrors, plate glass...... 7 yi 
Corn picker, drawn....... 8 4 Bready New, Yorks a75e. .. 2 5 
Corn picker, mounted..... 9 4 Bread, San Francisco..... 4 6 
: Rolledioatsseate eee oe 2 95 
Hand tools: Men’s union suits........ 6 4 
SIOGUWES SBS Boosh tee oe 4 5 Gloves; men’s, dress... . 4: i 4 
RIGGS by ot ap a ee 3 4 Gloves, women’s, dress... . 1 5 
hiselsewoOOd an -..ce « es oe 3) 2 Belting, industrial........| 20 7 
Gia 2 Mook om Cee 4 6 


a Where the Bureau of Labor Statistics changed the code number of a product and the 
index changed, it was counted as a change in price. This affected agricultural implements 
since 21 out of 141 price changes occurred when the code number was changed. However, in most 
such instances, there was a general price increase. The Bureau of Labor Statistics states: 

““Noncomparability in the price series is shown in the code number by the addition of 
digits after a decimal. (Example, 01-31-01.07.) Each successive break in the same series is num- 
bered consecutively. (Example, 01-31-01.02, 01-31-01.03, etc.) Such prices are not comparable 
with prices quoted for earlier periods when there has been a break in the series resulting from 
a change in the reporter sample, a modification in the specification, or a change in the unit 
of quotation or in the delivery terms. However, the price indexes for the individual commodities 
are adjusted so that they are continuous and comparable, regardless of breaks in the series of 
prices.” (U. S. Department of Labor, Bureau of Labor Statistics, Wholesale Prices and Price 
Indexes, January, 1956, Final and February, 1956, Preliminary, p. 17.) 

Source: Derived from U. S. Department of Labor, Bureau of Labor Statistics, Wholesale 
Prices and Price Indexes, monthly June, 1955, to June, 1957; and National Resources Committee, 
The Structure of the American Economy, Part I (Washington: June, 1939), pp. 188-99. 
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tained unchanged for varying periods 
of time. For example, between June, 
1955, and June, 1957, copper was un- 
changed for as long as five months 
(February to July, 1956) and zinc and 
lead prices were steady for 16 months 
(January, 1956, to May, 1957).7* It 
seems evident that “market prices” 
would not behave in this manner. In 
fact, prices of copper, lead, and zinc 
show all the signs of being administered 
and regardless of how frequently these 
prices might change, they should not be 
classified as “‘market prices.” The use of 
a mechanical formula derived from the 
experience of a quarter of a century ago 
is what is responsible for placing them 
in the market price classification. Pecu- 
liar results such as these raise a funda- 
mental challenge to the use of fre- 
quency of change as the basis of 
classification of items as administered or 
not. This holds true whether one is 
using current data or that of some 
retroactive base. 

Clearly, these comparisons show that 
the test of frequency of change in the 
1926-33 period is meaningless as a 
standard for distinguishing between 
market and administered prices in the 
1955-57. period. 

There is no short-cut statistical 
method to detefmine what prices are 
administered. If the term is to have a 
usefulness, then the method of price de- 
termination must be ascertained prod- 
uct by product. Actually, in the over- 
whelming majority of cases, this is not 


*See Wall Street Journal, June 12, June 
20, August 7, and August 12, 1957. See also 
Jules Backman, ‘‘Administered Prices and 
Inflation,” National Industrial Conference 
Board Business Record, October, 1957, pp. 
486-88. 
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inflation. We are concerned particularly | 


\ 


a difficult problem. In fact, almost 90 
percent of the weighted importance o 
the wholesale price index is adminis-}} 
tered.2?, Although some administered} 
prices change infrequently (e.g., auto 
mobiles and steel) others may change} 
very often (meat products). The 
method of price determination (ad- 
ministered or market) should not be 
confused with the behavior of particu- 
lar prices in response to various pres- 
sures. 


{4 


Administered Prices and Inflation ' 


Senator Estes Kefauver has stated| 
that the Subcommittee on Antitrust! 
and Monopoly “. . . is trying to come: 
to grips with what is probably the na-: 
tion’s current Number One domestic: 
economic problem—the problem of | 


with the extent to which administered | 
prices in concentrated industries may | 
contribute to this problem.” Is inflation 
the result of rises in administered 
prices? 

This is a theory which has never be- 
fore been used as an explanation of | 
inflation. In fact, in the early postwar | 
years, the failure of administered prices 
to rise as much as was warranted by 
the shortages that existed was consid- 
ered by many to be a stabilizing in- 
fluence which helped hold down the 
magnitude of the postwar inflation. As 
noted earlier, administered price in- 
dustries are not characterized by erratic 
behavior to the same extent as market 
prices. 

Historically, major price inflations 
have been associated either with an 


“Jules Backman, Administered Prices 
(New York: August 15, 1957), pp. 9-11. 
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, excessive expansion of money and credit 
or with large budgetary deficits for na- 
~ tional governments or with some com- 
_ bination of the two. The wartime and 
_ postwar inflations clearly were attribut- 
_ able to these forces. During the war 
and early postwar years, the Federal 
government accumulated budgetary 
deficits in excess of $200 billion; and 
_the money supply (demand deposits 
plus currency) increased from $36.2 
billion in 1939 to $111.6 billion in 1948 
—a rise of 208 percent. With the ex- 
plosive expansion of money and credit 
accompanying large Federal budgetary 
deficits, it is not surprising to find that 
the consumer price index rose 73 per- 
cent and that wholesale prices more 
than doubled during this period. 

The experience during the 1955-57 
price rise was significantly different. 
During this period, the Federal govern- 
ment has had a budgetary surplus. For 
example, in the fiscal year which ended 
June 30, 1957, the Federal budget was 

in the black by $1.6 billion, while the 
cash budget had a surplus of $2.1 bil- 
lion. Clearly, the most recent rise in 
prices cannot be attributed to an un- 

_ balanced Federal budget. Some persons 
insist that the high level of govern- 
ment spending is a primary factor in 
the rise in prices. That it plays a role is 
probable. However, we cannot ignore 
the fact that when the government on 
balance is taking more money from the 
private economy than it spends, which 
is the nature of a budgetary surplus, 
the government is acting as a deflation- 
ary, rather than as an inflationary, 
influence on the economy. 

Similarly, an examination of the 
changes in the volume of currency and 


bank deposits also fails to reveal re- 
newed inflationary pressures from this 
source. Between June, 1956, and June, 
1957, currency outside the banks de- 
creased from $28.3 billion to $27.8 bil- 
lion and demand deposits adjusted 
increased from $104.7 billion to $105.5 
billion, a rise of less than 1 percent. 
In the preceding year (June, 1955, to 
June, 1956), currency outside the 
banks had increased by 3.3 percent 
and demand deposits by 1.5 percent. An 
expansion of 1 percent a year in money 
supply is about one-third the normal 
rate of increase. Hence, there has been 
no increase in inflationary pressures be- 
cause of increases in the money supply. 

However, the dynamic nature of the 
money supply has changed. During the 
same two-year period, commercial bank 
loans increased from $75.2 billion to 
$93.3 billion. The increase in loans has 
resulted in a more active use of de- 
mand deposits. This is shown by the 
increase in bank debits, which indicate 
the velocity of demand deposits. 

Bank debits increased from $177.9 
billion in June, 1955, to $186.5 billion 
in June, 1956, and $193.3 billion in 
June, 1957, an increase of 8.7 percent 
for the two-year period and 3.6 percent 
for the year ending June, 1957. This 
greater turnover of deposit money un- 
doubtedly has contributed to the pres- 
sure for a price rise despite the relative 
stability of our total money supply. 
However, turnover of bank deposits is 
a result of business activity, not a cause 
of price rise. It is the boom which 
stimulates the velocity and the price 
rise. On balance it seems doubtful that 
there has been any significant impetus 
to inflationary trends as a result either 
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of deficits in the Federal budget or of 
increases in the supply of money and 
credit. 

Examination of the wholesale price 
index shows that the major areas of 
price rise have been in those industries 
which have been most affected by the 
boom and/or those industries which 
have the highest proportion of labor 
costs to total costs. 

When wage and other labor cost in- 

creases are greater than productivity 
gains, the resulting higher unit labor 
costs create pressure for higher prices. 
According to the data now available, 
productivity gains in 1956 were rela- 
tively small. 
Output per manhour for the nonfarm pri- 
vate economy showed no change in 1956. 
Output per manhour for all manufacturing 
industries increased 2.7 percent.” 

While productivity gains were lag- 
ging, wages and various fringe benefits 
rose substantially. Thus, average hourly 
earnings in all manufacturing indus- 
tries were $1.88 in 1955 and $1.98 in 
1956, an increase of 5.3 percent. In 
addition, pension and welfare programs 
were liberalized and other fringe bene- 
fits such as supplementary unemploy- 
(SUB) 


industries. 


ment benefits were paid in 


many Total labor costs, 
therefore, rose by more than 5.3 per- 
cent for all manufacturing industries 
in 1956. Clearly, labor costs rose more 
thus 


than productivity, leading to 


*8 Joint Economic Committee, Productiv- 
ity, Prices, and Incomes (Washington: U. S. 


Government Printing Office, July, 1957), p. 
89. 


! 
higher unit labor costs. According to: 
United 
States Bureau of Labor Statistics, unit: 


estimates 


= 


prepared by the 


labor costs for the private nonagricul-: 
tural sector of the economy rose by 4.5) 
percent in 1956.7 In the first seven: 
months of 1957, average hourly earn-» 
ings in all manufacturing industries | 
increased to $2.06, a further rise of 4. 
percent above the 1956 average level 
— and further increases in fringe bene- 
fits became effective. These rising labor | 
costs have played a significant role in| 
the pressure for higher prices. 

1955, and August, | 
1957, the consumer price index rose. 


Between May, 
5.8 percent and the wholesale price 
index 7.6 percent. Most of the rise in | 
wholesale prices had occurred by the | 
end of 1956. ! 

During the first nine months of 1957, 
the nonfarm, nonfood wholesale index : 
(industrial prices) was relatively stable 
within the narrow range of 125.2 to 
126.0 (1947-49 = 100). The nominal 
rise in the over-all wholesale index in 
1957 reflected the moderately higher 
prices for farm products and processed 
foods due in part to seasonal forces. 
Clearly, there has been no significant 
inflation in wholesale prices since the 
end of 1956. Higher prices for some 
products have been largely offset by 
price declines for others. 

In contrast, the consumer price in- 
dex has continued to move forward. 
The CPI rose from 114.6 (1947-49 = 
100) in February, 1956, the month 


* Ibid., p. 280. 
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from which the current rise started, to 
118.0 in December, 1956. By July, 


1957, the index had advanced to 120.8. 


The major part of the 2.8 point in- 


crease from December, 1956, to July, 


_ 1957, was accounted for by the rise in 


food prices and housing (food, 1.3 


point and housing, 0.6 point). Trans- 


portation, medical and personal care, 


and reading and recreation accounted 


for the other 0.9 point increase re- 
ported during this period. 

The continuing rise in the consumer 
price index in 1957 has reflected a 
Go the 


combination of two forces: 


_ delayed effects of earlier rises in whole- 


sale prices, and (2) the rise in prices 
of services, some of which are pri- 
marily labor costs (e.g., medical care) 
and some of which have been lagging 
behind the war and postwar inflation 
(e.g., public utility rates and rents). It 
does not appear to represent the emer- 


gence of new inflationary forces. The 


steady climb in the prices of services 
has been particularly important since 
1951. 


Anatomy of Recent Price Behavior 


What has been the experience with 
administered wholesale prices in the 
1955-57 period? An analysis has been 
made of the changes in the 92 sub- 
groups in the BLS wholesale price 
index from June, 1955, to June, 1957. 
It is clear that many administered 
prices did not contribute to the rise in 
the index during that period. Three 
groups of prices which are admin- 
istered (cigarettes; television, radio re- 
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ceivers, and phonographs; and cotton 
products) did not change during the 
two-year period. These products ac- 
counted for 3.3 percent of the whole- 
sale price index. In addition, twelve 
groups of administered prices reported 
price declines. Included in this cate- 
gory were mixed fertilizers; cereal and 
bakery products; household appliances; 
silk products; other chemicals and al- 
lied products; canned and frozen fruits 
and vegetables; electricity; lumber; 
fertilizer materials; man-made fiber 
textile products; plywood; and other 
processed foods. These twelve groups 
of administered prices had a weight of 
13.8 percent in the wholesale price 
index. Thus, administered prices which 
did not rise between June, 1955, and 
June, 1957, accounted for about one- 
sixth (17.1 percent) of the weighted 
importance of the wholesale price in- 
dex. The eight groups of market prices 
which declined accounted for only 4.9 
percent of the index. Six groups of 
market prices which advanced had a 
weight of 5.7 percent in the wholesale ~ 
price index. 

Neither market prices nor admin- 
istered prices showed uniform behavior 
and many of both categories failed to 
rise during the period under discus- 
sion. An examination of the industries 
with declining administered prices will 
show that in most instances, their 
products have failed to participate 
fully in the recent boom (e.g., textiles; 
appliances; cigarettes; fertilizers; lum- 
ber). Conversely, the administered 
prices which have risen most were 


‘those most affected by the boom (e.g., 
machinery and equipment). 

Most of the market prices which de- 
clined from June, 1955, to June, 1957, 
were affected by large agricultural 
surpluses. Included in this category 
were grains; hay, hayseeds, and oil- 
seeds; crude vegetable oils; manu- 
factured animal feeds; and refined 
vegetable oils. One of the major deter- 
minants of agricultural prices is the 
available supply. Domestic demand 
usually records only small .changes from 
year to year. Large supplies, therefore, 
tend to result in declining prices, 
whereas short supplies create pressure 
for rising prices for farm products. In 
recent years, the available supplies of 


agricultural products have been very . 


large and have been the primary factor 
affecting such prices. 

Some progress has been made during 
the past year in reducing the quantities 
as well as the dollar amounts of surplus 
agricultural commodities held by the 
Commodity Credit Corporation. How- 
ever, the totals are still large enough to 
act as a depressant upon agricultural 
prices. Thus, the quantity of wheat 
held by the Commodity Credit Cor- 
poration on May 31, 1957, had de- 
creased to 875 million bushels, as 
compared with slightly more than a 
billion bushels a year earlier. On the 
other hand, the corn holdings had risen 
from 1,145.6 million to 1,341.8 million 
bushels. 

CCC holdings of wheat were well in 
excess of domestic consumption, which 
totaled about 600 million bushels. Al- 
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though exports were sharply expande 
by governmental (or gifts) 
abroad which temporarily at least re- 


sales 


duced the size of our surpluses, the 
wheat surpluses remaining were still 
almost equal to a year’s production (8 
percent), and to more than three- 
fourths of our expanded exports plus 
domestic consumption. 

The total carryovers of other far 
products were also at high levels. Thus; 
the carryover of hay as of May 1, 
1957, was 17.7 million tons as com- 
pared with about 15.0 million tons i 
recent years. Sorghum grains had 
carryover of about 80 million bushels 
in 1956 and 1957 as compared with 22 
million bushels in 1954. | 

Similarly, total factory and ware- 

house stocks of soybean oil increased: 
from 159.4 million pounds as of May 
31, 1955, to 297.7 million pounds as of 
May 31, 1957. The United States De- 
partment of Agriculture reported in 
July, 1957, that 
Prices of most by-product feeds were less 
than a year previously. Soybean meal, 44 
per cent protein, bulk at Decatur, touched 
$43 the week of June 28 [1957], the lowest 
price since wartime—then recovered a 
bit. The price index (1947-49 = 100) for 
11 high-protein feeds at wholesale stood at 
75.2 in June compared with 81.1 in Jan- 
uary and 86.0 in June last year. 
Improved weather, better grazing and the 
outlook for large feed-grain crops in 1957 
contributed to the weakness in feed mar. 
kets this spring.” 


*U. S. Department of Agriculture, Th. 
Feed Situation, July 31, 1957, p. 14. Italic 
added. 


‘ 
a 
a 
: 


demand to remove the overhang of 


> 
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It would take an enormous rise in 


depressing supplies which have ad- 


_ versely affected agricultural prices for 


many years. The important point is 


not that agricultural prices declined 


in the past two years but rather that 
they did not decline much more in 


_ the face of the large stocks — the key 


to agricultural prices. 

The diverse behavior of specific 
groups of wholesale prices is readily 
explained by the various supply, de- 
mand, and cost factors outlined above. 
Where these factors have created pres- 
sure for rises, prices have gone up. 
Where the situation has been unfavor- 
able, prices have declined. Both ad- 
ministered and market prices have re- 
sponded to these forces. 


Nature of Rise in Consumer 
Price Index 


Professor Richard Ruggles of Yale 
University has reviewed the changes 
in the consumer price index between 
1951 and the first quarter of 1957. He 
found that the prices of services had 
risen 21 percent and the prices of com- 
modities only 2 percent. The total rise 
in the consumer price index was 6.8 
percent. The prices of services (for 
example, medical care, public trans- 
portation, fuel, rent, and household 
operation) accounted for close to 6 


points of this advance while only 1 


point resulted from the increases in the 
prices of goods. Thus, the bulk of the 


increase has come from services which 


“comprise less than one-third of con- 


sumer budgets. Only the prices of 
goods are directly determined by busi- 
ness pricing policies although both 
groups of prices are administered. 
Higher service prices reflect primarily 
higher labor costs. Professor Ruggles 
concluded: 

. it is not possible to maintain, in view 
of the statistical evidence, that adminis- 
tered prices have been primarily responsible 
for the inflationary spiral. Rather, wages 
have risen faster than productivity, and 
even when this has in some degree been 
offset by falling agricultural prices, cor- 
porate profits have not increased relative 
to the value of corporate net output.” 


Conclusion 

The term administered prices pro- 
vides a useful description of the price- 
making process throughout most of the 
economy. It is not a term of praise or 
of condemnation. In major areas of 
the economy it would be impossible to 
set prices by auction market methods 
instead of by administrative action. 
Whether or not a specific price is ad- 
ministered must be determined by an 
examination of the pricing process 
itself. The use of a statistical measure, 
such as frequency of price change, 
yields such unreliable results that it 
has little value. This is particularly 
true when frequency of change in the 
distant past (a quarter of a century 


*° Testimony of Richard Ruggles, Admin- 
istered Prices, Hearings before the Subcom- 
mittee on Antitrust and Monopoly of the 
Committee on the Judiciary, U. S. Senate, 
85th Cong., Ist Sess., Part 1, July 13, 1957, 
joys DCH 
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ago) is used as a basis for current 
classification. 

An examination of the anatomy of 
prices at wholesale and retail levels 
reveals that administered prices have 
advanced and declined since mid-1955. 
The same has been true for market 
prices. With administered prices, which 
accounted for about one-sixth of the 
weighted importance of the wholesale 
price index, failing to rise during this 
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period, it is difficult to understand how) 
price administration qua price admin-: 


istration was responsible for the rise: 


in the price level. A more logical ex-: 


planation is found in the boom and in 
the wage inflation which characterized 
this period. It is significant that both 
market prices and administered prices 


t 
| 
l 


' 
y 


declined when industries were not in-: 


fluenced by these two potent pressures 
— and increased when they were. 


Alternatives to Tight Money* 


GerorceE S. ToLLey 


Associate Professor of Agricultural Economics, 
North Carolina State College 


_ ApvocaTEs of tight money seem to be- 
lieve the following three propositions: 
(1) inflation should be avoided; 
(2) generalized monetary restraint can 
effectively prevent inflation; and 
(3) generalized monetary restraint is 
the best of several alternative anti- 
inflationary policies. 

Critics of tight money have argued 
against each of these propositions and 
perhaps have been the most persuasive 
in regard to the third. They have 
“argued convincingly that — although 
tight money may be effective in com- 
bating inflation — it has many deleteri- 
ous consequences, such as discrimina- 
tion against small business, housing, 
and other sectors of the economy. 
These critics, however, do not appear 
to have been particularly successful in 
"putting forward realistic alternatives.’ 


* J have benefited greatly from discussions 
with David I. Fand. 

*This paper presupposes that the reader 
is familiar with the main points in the de- 
bate over tight money. Many of the main 
points in the debate appear in the following: 
S. E. Harris et al., “The Economics of 
Eisenhower: A Symposium,” Review of 
Economics and Statistics, Vol. 38 (Novem- 
ber, 1956), pp. 357-85; Joint Committee on 


While all three of the propositions 
might be debated, this paper will take 
the first two for granted and will argue 
that there are several alternative ef- 
fective ways of combating inflation. 
The main purpose herein is to try to 
establish criteria for choosing the. best 
of the alternative means. 

The first part is concerned with 
whether wage increases are an im- 
portant source of inflation’ in. this 
country. The second part deals with 
the implications of the capital boom 
for anti-inflationary policies. Two sets 
of hypotheses relating to the causes of 
the capital boom are considered. One 
is favorable to the policy of tight 
money that has been followed, and 
the other unfavorable. In the final sec- 
tion, an integrated approach to the 
problem of inflation is suggested. As 


the Economic Report, Monetary Policy 
1955-1956, Hearings (Washington: Govern- 
ment Printing Office, 1957); J. K. Gal- 
braith, ‘Are Living Costs Out of Control?” 
Atlantic Monthly, Vol. 199 (February, 
1957), pp. 37-41; Conference on Economic 
Progress, Consumption — Key to Full Pros- 
perity (Washington: Conference on Eco- 
nomic Progress, 1957); Senate Finance 
Committee, Hearings (Washington: Gov- 
ernment Printing Office, 1957). 


[17] 
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an illustration, a specific integrated 
program is outlined which might have 
been effective as anti-inflationary policy 
over the past three years. 


I. 


Does the possibility of wage-induced 
inflation make tight money and other 
monetary-fiscal policies undesirable? 
As an important cost of production, 
wages are relevant to the supply of 
goods and services produced in the 
economy. However, tight money and 
other monetary-fiscal policies attempt 
to combat inflation through effects on 
the demand for goods and services. 
Monetary controls restrict the compo- 
nents of aggregate demand, consump- 
tion or investment. 


Policies that operate upon aggregate © 


demand may produce the undesirable 
consequence of unemployment if the 
inflationary pressures emanate from 
supply than from demand 
factors. If businessmen raise product 


rather 


prices chiefly because wages have been 
raised, then restriction of purchases 
brought on by tight money may make 
aggregate demand less than aggregate 
supply. If wages will not fall in re- 


persons would argue that they do to 
any significant extent — restriction of 
aggregate demand in response to a 
“wage-push” may result in an equili- 
brium of demand and supply at less 
than full employment. 

The first task of this article is to 
decide whether the dilemma just 
posed is real. If the dilemma really 
exists, tight money policies would ap- 
pear to be undesirable, and anti-infla- 
tion policies directed at the control of 


supply conditions, rather than demand. 
would seem to be called for. Policies 
directed at supply conditions might in- 
clude direct controls on wages and/or 
prices. On the other hand, if the as- 
sumed dilemma is not applicable, it 
would appear that it is better to direct 
the discussion of inflation control to the 
more traditional monetary-fiscal poli: 
cies. Broadly, the question is whethe1 
the American economy has been ex: 
periencing an inflation induced by 
rising supply prices or by excessive 
demand. . 

Arguments that the wage-inducec 
nature of inflation necessitates the 
abandoning of tight money policie 
must counter the following observa 
tions: 

(1) Since the labor force is far fron 
completely unionized, it is difficult t 
see why the effects of union wage in 
creases are not limited to particula: 
industries, instead of affecting the gem 
eral price level as is often claimed. On 
expects money wages to increase dur 
ing an inflation even if wages are na 
the initiating cause.? 

(2) Even more important, monetar 
policy might be effective against a: 
inflation whose proximate cause wé 
increases in wages. That is, if a restriq 


* Evidence on whether wages or prices ris 
first in the inflation would be helpful j 
establishing causality. If wages rise firs 
then there might be a presumption that the 
are the initiating cause of inflation. Hoy 
ever, one may question whether adequa’ 
evidence on this point is obtainable. A na 
problem is that both wages and prices a 
rising in inflation, and one must choose 1 
arbitrary starting point in the sequence 
wage-price rises to be able to say which | 
leading which. It may be difficult if ni 
impossible to pick the starting point wil 
any degree of confidence. 
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tive monetary policy caused industries 


to be faced with soft demand for 
_ products, managements might be more 


j 


militant in fighting further wage in- 
creases. Also unions might realize that 


insistence on wage increases would not 


_be in the interest of members if unem- 


_ ployment developed as a consequence. 
This same argument would apply all 
along the pipeline of production. Al- 


though tight money may operate 
chiefly on the demand for final out- 
puts, softness in consumer demand 
would be reflected back to the ma- 


- terials and resource markets. 


Recent experience seems consistent 


with these observations. If wage in- 


creases were the principal source of 
inflationary pressure, we should not 
expect much upward pressure on in- 
terest rates so long as full employment 
was maintained. If the stimulus to in- 
flation is an upward shift in the supply 
schedule of labor, then there is no 
reason to suppose that there will be 
any great change in the level of inter- 
est rates. That is, if it is the labor 
supply schedule that shifts upward, 
and not the savings or investment 
schedules, then the equilibrium rate of 
interest for a given income remains 
unchanged.? 

But the evidence seems clear that 


® See the first few paragraphs of the sec- 
ond section for more discussion of the type 
of model alluded to here. The reader may 
wonder why the supply of money does not 
figure more prominently in the discussion of 
inflation. In the present text, schedules per- 
taining to labor, savings, and investment are 
mentioned but schedules pertaining to the 
quantity of money are not mentioned. See 
footnote 10 on the role of the quantity of 
money. 
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Table 1. Interest Rates and 
Unemployment 
(Percentages) 
Prime Unemploy- 
commercial ment in 

Period paper relation to 

4-6 months?® | the civilian 

labor force 
O50 sae 1.45 5.0 
OSU emda cnn 2.16 350 
(IOs aie serort 233 AA 
1S XG eth nena Oe 2.52 2S 
1 Seen heer 1.58 5.0 
OG e Seon ee 2.18 4.0 
TOS OM eee eee Sahil 3.8 

1956 
PNUSUIS Leet is 3.28 3.6 
September..... 3.50 B58) 
@ctoberse ese: 3.63 Boo) 
November..... 3.63 os) 
Decenibermreanr 3.63 3.9) 
1957 

Januaryeeeee ee 3.63 4.2 
Hebruakynere: « 3.63 4.0 
INarchieee nee | Bn09 3.9) 
Aprile a cis 3.63 3). 9) 
Miay aeacer ee 3.63 4.2 
Sune ree aria 51/9 4.5 
fuallyserca conta: 3.88 4.2 
NUTR a ono oe 6 3.98 4.2 
September..... 4.00 4.3 


® Economic Indicators (Washington: Govern- 
ment Printing Office, 1957) October, 1957, 
5 2h 
» Tbid., p. 11. Monthly figures are seasonally 
adjusted. Figures for 1957 are based on re- 
vised definitions of the labor force. 


the equilibrium level of interest rates 
did in fact change in recent years. The 
United States economy has had an 
enormous rise in interest rates and has 
still been able to maintain full employ- 
ment over an extended period. Lest 
there be any doubt about this, Table 1 
is presented. Interest rates on prime 
commercial paper have more than 
doubled during the past three years. 
In spite of the rise in interest rates, 
unemployment remained low during 


| 
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the entire period.* Figures indicate 
that during the past several years the 
economy has been characterized by full 
employment. For the most part, aggre- 
gate unemployment has probably been 
close to the frictional minimum. 

Up to this point, wages have been 
considered only as a supply phenom- 
enon, but they also have effects on 
consumer demand. Wages are the prin- 
cipal form of income payments, and 
their rise means an increase in con- 
sumer demand. 

Perhaps the simplest hypothesis is 
that an increase in money wages will 
increase prices and money expendi- 
tures proportionately, leaving real in- 
come and expenditure unaffected. In 
this case, the effect of wage increases 


is neutral, since the effect of the in-. 


crease in supply upon costs and prices 
leaves unchanged the equilibrium real 
magnitude of income. If this hypoth- 
esis is valid, one would not expect any 
unusual changes in the composition of 
expenditures. The observed money 
value of all expenditure components 
would simply tend to rise in proportion 
to price increases. 

However, it has often been argued 
that the demand effect of, wage in- 
creases 1s not neutral. A rise in money 
wages, it is asserted, redistributes in- 
come toward people with high pro- 
pensities to spend.’ The implication is 

*It may be noted that the definitions of 
unemployment were changed in 1957 and 
the revisions may result in a slightly higher 
level of unemployment. The change, how- 
ever, does not appear large enough to be of 
concern in the present discussion. 

* See M. Bronfenbrenner, “A Contribution 
to the Aggregative Theory of Wages,” Jour- 


nal of Political Economy, Vol. 64 (Decem- 
ber, 1956), pp. 459-69. Disagreement with 


that there would be inflationary de: 
mand effects of wage increases in addi: 
tion to the supply effect. Prices woulc 
tend to rise more than in proportion tc 
the increase in money wages because ©: 
increased consumer demand. To rever 
to language previously used, not onli 
would the labor supply schedule shif 
upward, but the consumer demane 
effect would be such as to shift thi 
savings schedule downward. 

An observation may be made tha 
seems rather telling so far as recer 
history is concerned. Suppose wage im 
creases did increase the demand fo 
consumer goods and services more thai 
proportionately to the money increase 
Since wages are income paid out, on) 
would expect the demand effect to b: 
reflected in personal expenditures 
There might be increases in persong 
consumption expenditures, such as resi 
dential housing — expenditures of 
personal rather than a business nature 
But the fact is that it is business invest 
ment demand and not personal expenc 
iture that has been booming recently; 
In other words, the demand condition 
that have been associated with recer 
inflationary pressures are not the kin 
that one would expect to be generate 
if wage increases were causing th 
inflation. 

Considering either the cost (supply; 
effects of wage increases or their po 
sible demand effects, one finds it diff 
cult to construct a plausible explan 
tion of recent history consistent wi 
the idea that there has been a wag 
Bronfenbrenner’s point is expressed | 
Rothschild in an exchange in the Journal | 
Political Economy, Vol. 65 (October, 1957) 


° This will be discussed in more detail 
the discussion of the capital boom. 
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_ price spiral initiated by a wage push. initiating inflationary disturbance, busi- 
_ One cannot say categorically that there 


, 


_ 
ZL 
4 


has been no wage-price spiral initiated 


by a wage increase. Rather, the posi- 


tion taken here is that the most 


straightforward interpretation of the 


past few years seems to be that there 
has not been a wage-price spiral. By 
Occam’s razor if nothing else, the 


burden of a more complicated inter- 


pretation falls on proponents of the 


wage-price spiral idea.” In the absence 
of the latter, the evidence seems to be 
on the side of those who are skeptical 


_ of a wage-price spiral. 


If the view expressed here is correct, 


tight money and other monetary-fiscal 


policies that operate on demand can 
hope to fight inflation without at the 
same time causing unemployment. 
These are the policies that will be dis- 
cussed in the remainder of this paper. 


II. 


Consider now the inflationary prob- 
lem posed by a capital boom. The cap- 
ital boom appears to have raised a 
more serious inflationary problem than 
have wage increases. The thesis to be 
developed here is that — instead of the 
generalized monetary restraint repre- 
sented by tight money —one should 
give consideration to anti-inflation poli- 
cies aimed specifically at restricting the 


7The abiding appeal of the wage-price 
spiral was reflected by a majority of partici- 
pants in a recent Conference Board panel. 
It seems a fair interpretation of the panel 
discussion that those who espoused the idea 
of wage inflation did little more than express 
belief or faith in the idea. Little attempt 
was made by the proponents of wage infla- 
tion to seriously analyze inflation mechanisms 
and to compare them with events. See 
Wage Inflation (New York: National In- 
dustrial Conference Board, 1957). 


ness investment. Selective rather than 
general monetary controls might have 
constituted a more desirable way to 
fight inflation during the past three years. 

Basic to the development of this 
thesis is a conception of aggregative 
equilibrium prevailing in the economy 
at any time and of the manner in 
which this equilibrium is affected by 
governmental policies. The main mag- 
nitudes of relevance to the description 
of this equilibrium are (1) aggregate 
output, (2) employment, (3) price 
level, and (4) interest rates. Roughly 
there is a unique level of interest rates 
consistent with a full employment, non- 
inflation equilibrium.® The level of in- 
terest rates might be described as the 
level at which the savings and invest- 
ment schedules intersect at a full em- 
ployment level of income. Or, perhaps 
more simply, there is some unique level 
of interest rates which will make aggre- 
gate demand for goods and services 
(consumption plus investment) equal 
the amount produced under condi- 
tions of full employment.® If interest 
rates are above this unique level, we 
may expect unemployment and perhaps 

® Throughout most of this analysis, con- 
cern will be with the level of interest rates 
and not with changes in the rate structure. 
By rate structure is meant the relationships 
between interest rates on different kinds of 
securities. The emphasis on level rather than 
structure seems appropriate since interest 
rate increases in the past three years have 
been universal. 

°There is a clear analogy to Wicksell’s 
natural rate of interest. Such a conception 
also flows from schemes that attempt to 
make a Keynesian analysis consistent with 
the possibility of either full employment or 
unemployment equilibrium. These have been 
elaborated by Brownlee, Hicks, Modigliani, 
Patinkin, and others. 
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price declines. If interest rates are be- 
low this unique level, aggregate de- 
mand will exceed aggregate supply and 
prices will tend to rise.*° 

In this country in the past three 
years of inflationary tendencies, a 
policy choice has clearly been made to 
pursue generalized monetary restraint. 
Under such a policy interest rates were 
allowed to rise to a level somewhere 
near the level that equates savings and 
investment at full employment. The 
point may be obvious — but it is highly 
important in attempting to formulate 
policies — that what we have witnessed 
for the past three years is a rise in the 
level of interest rates consistent with 
maintaining employment and control- 
ling inflation. ; 

Tight money made this particularly 
obvious. Under some of the alternatives 
to be considered later, such as taxation 


“Tt is almost axiomatic that the money 
supply will rise along with prices. The fore- 
going assertion flows from a belief that in- 
flation increases the demand for money and 
that this increase will materialize if steps 
are not taken to deter it. In an inflationary 
situation, one choice of the Federal Reserve 
can be not to allow interest rates on gov- 
ernment securities to rise. In this case, the 
Federal Reserve Banks are virtually sure to 
find themselves accumulating securities with 
a concomitant increase in bank reserves and 
an increase in the supply of money. The 
following seems roughly true in an inflation- 
ary situation where taxation, or other direct 
fiscal measures, do not fully counteract in- 
flationary forces: The Federal Reserve may 
either control the quantity of money, which 
implies interest rate increases; or it may 
maintain low interest charges, in which case 
it loses control of the money supply and the 
effect of its policy is to be passive to in- 
creases in the money supply. 

Of course, especially if interest rates are 
raised, velocity may increase so that inflation 
control may conceivably imply contraction 
of the money supply. 


and other direct fiscal measures, ob-: 
served interest rates might have re-: 
mained the same. Direct fiscal measures: 
could have shifted demand schedules: 
downward and made possible an equi- 
librium with no rise in interest rates. 
In other words, if inflationary forces: 
are to be combated, alternatives in 
monetary-fiscal policy are (1) to cut 
back aggregate demand by raising in- 
terest rates or (2) to maintain interest 
rates and cut back aggregate demand 
by more direct fiscal measures. The in- 
flationary problem may be interpreted 
as arising because the level of interest 
rates is below the level that equates 
savings and investment at full employ- 
ment. In the one case there is a move- 
ment along the demand schedules for 


- goods and services, and in the other 


case, policy operates directly on the 
demand schedules, shifting them so 
that savings and investment. will be 
equated at a full employment level of 
income. 

The foregoing hints at the frame- 
work within which it seems appropriate 
to interpret recent events and within 
which can be outlined the policy alter- 
natives that they pose. First of all, what 
have been the main implications of the 
much-discussed capital boom that ha: 
been going on? Business investment, ir 
the form of machine purchases anc 
construction, rose at rates that defi 
nitely seem to be unsustainable over < 
long period, as even a quick considera 
tion of the statistics will indicate 
Growth of the economy would sugges 
that the benchmark change in each o 
the components of expenditure migh 
be around a 3 percent per year in 
crease. We would expect somethin; 
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like this rate of growth if national in- 
come is growing at this rate and if ex- 
penditure components of national 
income remain proportionate. How- 


_ ever, business investment has grown at 


a rate greatly in excess of 3 percent 


_ per year. 


Foremost among the sources of strength in 
the economy during 1956 was the con- 


tinued expansion in outlays for new pro- 


ductive facilities. Capital outlays rose to 


- an annual rate of $37 billion by the end of 


1956, almost 20 percent above the level 
prevailing a year earlier. The strength of 
investment, which was particularly notable 
in expenditures on equipment, was all the 
more remarkable since the increase came 
after a similar rise during 1955.” 


' Capital expenditures remained at high 


levels in 1957, although figures avail- 
able at the present time indicate the 
increases have not been as dramatic as 
in 1955 and 1956. From the fourth 
quarter of 1956 to the second quarter 
of 1957 the seasonally adjusted annual 
rate of nonresidential construction rose 
$500 million, from $18.4 billion to 


- $18.9 billion.t? During the same period, 


the seasonally adjusted annual rate of 
producers’ durable equipment expendi- 
tures rose $600 million, from $29.9 
billion to $30.5 billion.** 

Clearly there has been an exogenous 
or semi-exogenous upward shift in the 
demand for investment goods. What 
have been the implications of this shift 
for the rest of the economy? The an- 
swer to this question is closely related 
to the monetary-fiscal policy that was 
adopted in response to the shift in 


4 Economic Report of the President, 1957 
(Washington: Government Printing Office, 
99/), p. 21. 

2 UJ. S. Department of Commerce, Survey 
of Current Business, August, 1957, p. 4. 

* Ibid. 
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investment demand. With the demand 
shift, aggregate demand for goods and 
services (consumption plus investment) 
has been tending to outrun the supply 
at full employment. General monetary 
restraint was introduced and a sizable 
amount of aggregate demand was prob- 
ably choked off. 

What components were choked off? 
Again, the statistics indicate that resi- 
dential housing was one of the main 
sufferers. The important point is that 
the initiating inflationary pressure — 
namely the increase in business invest- 
ment — may not have been much re- 
duced by the monetary restraint. The 
implication is that there was an infla- 
tionary increase in business investment 
and that general monetary restraint 
allowed this increase to materialize. In- 
flation was combated by cutting down 
mainly on other components of aggre- 
gate demand (e.g., housing). 

In order to be able to judge whether 
this was desirable, some hypotheses 
relating to the cause of the capital 
boom are necessary. Two alternative 
hypotheses may be suggested. Accord- 
ing to one, the policy of tight money 
looks desirable and according to the 
other, it appears undesirable. 

Assume that the financial structure 
does a good job of channeling savings 
into various investment alternatives. 
By “good job” it is meant that invest- 
ment tends to take place in an optimal 
way from the point of view of resource 
allocation. Moreover, assume that the 
increase in demand for business invest- 
ment was due primarily to (1) techno- 
(2) 
changes in the economy, or (3) other 
phenomena that would change the 


logical change, relative price 


profit outlook for business investment. 

Under these suppositions one would 
conclude that the results of the tight 
money policy were precisely what was 
consistent with good resource alloca- 
tion. Conditions relevant to optimal 
resource allocation changed, according 
to the assumptions above, so that re- 
sources were better allocated if more 
business investment and less housing 
and other types of expenditures were 
made. Since in this view the financial 
markets operate efficiently, those com- 
ponents of aggregate expenditure were 
reduced consistent with consumer pref- 
erences. 

Suppose, on the other hand, that the 
increase in the demand for business in- 
vestment was due to subjective factors 
such as a buoyant turn in business 
expectations or a change in risk prefer- 
ences. Suppose further that the finan- 
cial structure is riddled with imperfec- 
tions and rigidities which prevent it 
from doing an effective resource alloca- 
tion job of channeling savings into the 
various outlets for investment. 

With this later hypothesis, an arbi- 
trary change in businessmen’s attitudes 
would lead to a decline in housing 
investment and other components of 
expenditures — the decline ndét having 
much to do with good resource alloca- 
tion. If this hypothesis is valid, an 
arbitrary change in the attitude of big 
business caused the rest of the economy 
to forgo residential construction, and 
perhaps led to failure of home builders 
and other small businesses. If the capi- 
tal markets are inefficient and if ex- 
pectational or risk considerations are 
preponderant in determining invest- 
ment decisions, then it may not be at 
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all unlikely that the present means of 


combating inflation was contrary to 
social preference. According to this 
view, it would take more nearly perfect 
markets, and less subjectivity regarding4 
investment decisions, for the effects off 
tight money to be in line with social 
preference. 

Two further points may be made re- 
garding the policy of tight money. Iff 
—as some economists have propounded} 


—an accumulation of excess produc- 
tive capacity is a major cause of depres-] 
sion,** it does not seem unreasonable to 
conclude that the recent capital boom 
has been sowing the seeds of futurey 
difficulties. While a downturn might} 
not presage a depression as serious as} 
that of 1929, still if business capaci 
becomes overextended it could mean 
that the economy for a period of sev- 
eral years would be more prone to , 
chronic state of unemployment than 
one in which inflation prevails as it has} 
in recent years. Obviously, then, if the 
view of possible excess capacity is cor- 
rect, it would have been desirable to 
contemplate anti-inflation policies re- 
stricting the initiating disturbance; 
business investment, rather than other 
components of aggregate expenditure: 

Moreover, if we agree with thos 
who believe that the housing malas 
is prone to an endogenous cycle, the 
recent restriction of housing construc- 
tion might turn out to be the initiative 
cause of a housing cycle. If so, the 
effect may be to add to problems of 
controlling demand in the future. 


Such are the views that make poli- 


“See for example Arthur Smithies, “Eco- 
nomic Fluctuations and Growth,” Econo: 
metrica, Vol. 25 (January, 1957), pp. 1-52. 
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_ cies of tight money appear undesirable. 
Instead of a well-functioning capital 
market channeling savings in accord- 
ance with society’s preferences, the 


_ economy is one where arbitrary changes 


in particular investor sectors produce 
results that have little to recommend 
_ them. Adjustments in aggregate de- 
_ mand depend on the degrees of stick- 
iness of interest rates and differences 
in the response of various expenditures 
to interest-rate change. Adjustments 
may then have little to do with the 
preferences of consumers as to resource 
allocation.*® 

The first of the foregoing sets of 
hypotheses produced results favorable 
to the policy of general monetary re- 
straint followed in recent years. What 
kind of policies are implied by the con- 
trary set of assumptions just considered 
that are unfavorable to tight money 
policies? The contrary set of hypoth- 
eses seems to suggest that selective, 
rather than general, monetary controls 
would have been more desirable. Ex- 
perience in this country with selective 
monetary controls shows that they are 
workable, and the conjecture may be 


* A basic issue is, Do we believe that in- 
vestment is carried on efficiently under the 
market conditions that now exist, and if not, 
are there ways to improve on it? The second 
part of this question provides a line of de- 
fense to those who favor generalized mone- 
tary restraint. They are apt to say that a 
few central bankers cannot be expected to 
do a better job than would free markets 
with myriad incentives of individuals in line 
with social preferences. 

In the present state of knowledge dif- 
ferent views are bound to be subject to de- 
grees of belief and not very amenable to 
objective tests. An important point, how- 
ever, is that policies will not await objective 
tests, and a choice must be made as to poli- 
cies, on the basis of hypotheses regarding 
conditions characteristic of the economy. 


made that selective controls can effec- 
tively offset particular shifts in aggre- 
gate demand if the controls are admin- 
istered by a body free of persuasion 
by political and economic pressure 
groups.?® 


II. 


So far only two alternative anti- 
inflationary policies have been con- 
sidered, general monetary restraint and 
selective monetary restraint. The list 
may be broadened by considering the 
following: 


(1) General monetary restraint (in- 
cluding rediscount rates, long 
and short rates, required reserve 
ratios) ; 

2) Selective monetary controls; 

3) Government expenditure; and 

(4) Taxation. 


A crucial question in formulating 
policy is, To what extent should each 
of these measures be used? Policies as 
to taxation and expenditure have 
tended to be discussed independently 
of the debate on tight money. This 
ought not be, for monetary and fiscal 
measures are substitutes for one another 
as policies for combating inflation. 

It is suggested that the following set 
of policies might have been followed 
recently, instead of relying exclusively 
on general monetary restraint. The 
hypotheses underlying the suggested 
policies are at neither of the extremes 


1° The institutional framework of the Fed- 
eral Reserve System seems conducive to free- 
dom from these pressures. Such freedom is 
essential since pressure groups are prone to 
desire selective controls for their private 
advantage, rather than being willing to al- 
low monetary authorities to pursue those 
policies that would serve the general in- 
terest. 
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that were discussed in the previous 
section.*” 

(1) General monetary restraint. The 
rediscount rate may be unimportant 
and vestigial and might well be ig- 
nored. In view of the small amount of 
rediscounting done, it seems to take 
some overly subtle chain of reasoning 
to rationalize a really important role 
for the rediscount rate. Regarding the 
long rate versus the short rate on gov- 
ernment bonds, if general monetary 
control is really desired both rates 
ought to move together, either up or 
down. That is, if short rates and long 
rates are moved arbitrarily, and inde- 
pendently of one another, this is in 
effect a selective kind of. control, al- 
though the selectivity involved is not 
investigated here and is probably not 
known by policy makers. This suggests 
that the “bills only” philosophy may 
not be desirable.*® 

* Readers may object that the reasons for 
adopting the policies have not been substan- 
tiated by empirical or other evidence. This 
does not interfere with one of the main ob- 
jectives of presenting the suggested policies, 
namely to give explicit consideration to the 
anti-inflation role of each major alternative 
weapon. However, the policies are also pre- 
sented for consideration in their own right. 
They seem at least as coherent and well- 
substantiated as the usual run of policy rec- 
ommendations. Even to try to substantiate 
any small part of the program would be a 
major undertaking. There should be a great 
deal more intensive research aimed at ob- 
jectively measuring the results of particular 
policy issues. But the lack of this research 
should not preclude discussions of policy. 

* According to the “bills only” philoso- 
phy, the Open Market Committee should 
not deal in longer-term government securi- 


ties, but instead should buy and sell Treas- 
ury bills only. For a critique, see C. R. 


As for the role of general monetary. 
restraint in relation to other measures, | 
it might be used largely as a residual 
short-run stabilizer since it is quite 
flexible and reversible from day to day.. 
In other words, alternative policies; 
might be determined with the expecta-: 
tion that they would succeed in elim-: 
inating inflation. If this expectation: 
were not fulfilled, because of a forecast: 
error, for example, general monetary’ 
restraints might be used to offset the: 
error. The idea that general monetary’ 
restraint might be used as .a standby’ 
policy so far as monetary-fiscal policy) 
is concerned is based on the following: 
General monetary measures are a. 
means of controlling the general level. 
of interest rates in the economy; it is} 
conjectured that the interest rate which 
prevails for long-run full employment. 
equilibrium, and which it is desirable) 
to approximate year to year, seldom. 
changes. Policy would be to change the 
general level of interest rates only in 
response to basic changes in long-run. 
structural changes in the economy — 
except in emergency. 

In similar fashion, reserve require- 
ment ratios would be changed only 
if serious forecast errors developed. 
Rather than being oriented toward 
stabilization objectives, reserve ratios. 


might primarily be oriented to an opti- 


Whittlesey, “Monetary Policy and Economic 
Change,” Review of Economics and Stastis- 
tics, Vol. 39 (February, 1957), pp. 31-39, 
and Ervin Miller, “Monetary Policy in a 
Changing World,” Quarterly Journal of 
st obeed Vol. 70 (February, 1956), pp. 


mum quantity of money and to secular 
_ considerations relevant to the growth 
_ of the money supply.?® 

(2) Selective 
These might have been used during the 


monetary controls. 
_ recent capital boom to discourage cor- 
_ porate spending. Such controls might 
have been broadened so as to include 
the curtailment of new stock and bond 
issues, and other ways might have been 
investigated to tighten up on expendi- 
tures by firms using self-financing 
rather than the usual channels of bor- 
rowing. Moreover, banks might have 
been required to curtail their loans to 
large businesses and to give preferential 
treatment to small businesses. 


(3) expenditure. In 


contrast to a Keynesian recommenda- 


Government 


tion, the volume of government expen- 
ditures might seldom be used as an 
instrument of stabilization policy. Not 
only are fiscal policies cumbersome 
because of severe lags in implementa- 
tion, Keynesian-type recommendations 
would not seem to give very much 
weight to the question of an optimum 
long-run level of government expendi- 
ture. Indeed one might argue that gov- 
ernment expenditures should have been 
increased during the recent inflationary 
period. Government services have a 
high income elasticity of demand and 
as the nation’s real income grows, the 
desirable social choice is probably to 
expand public services. Many govern- 

See the author’s forthcoming article, 


| “Providing for Growth of the Money Sup- 
ply,” in the Journal of Political Economy. 
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ment services may have fallen far be- 
hind the desirable level, and the degree 
of lag may be substantial. As an ex- 
ample, one could assert that expendi- 
tures on education have not been ade- 
quate. Although the human agent is by 
far the most important production in- 
put, legislators seem to have a parsi- 
monious attitude regarding investment 
in educational training. The quality of 
education in the country may be fall- 
ing, whereas in view of income growth 
it undoubtedly ought to be rising and 
may not ever have reached optimum 
level. In addition to its effect upon fu- 
ture productivity of the labor force, 
education is an important consumption 
item. Moreover, the general level of 
education is extremely important to the 
political and social functioning of the 
nation. All these considerations seem to 
suggest the need for sizable increases in 
educational expenditure. Therefore, for 
the 
strongly that this type of expenditure 


recent period, one can argue 
should not have been held so much in 
check. Similar remarks could be made 
regarding slum clearance, health, re- 
search, and other government services. 
It is also assumed that defense expendi- 
tures should be decided largely inde- 
pendently of stabilization considera- 
tions. 

(4) Taxation. Aside from selective 
monetary controls, the main reliance in 
the past two years might have been put 
on increased taxes as a means of com- 
bating inflation. This would have had 
the desirable effect of allowing a sub- 
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stantial budget surplus and some debt The policies outlined will not, natur- . 
reduction in the course of fighting in- ally, meet with agreement among all! 
flation, since it seems axiomatic that it readers, since they implicitly rest on: 
is desirable to reduce the public debt. beliefs not shared by all. The chief’ 

Both corporate and personal income purpose of these policy suggestions is to) 
taxes might have been raised as anti- show how to choose consistently among 
inflation measures. Emphasis might the alternative measures available, in. 
have been given to the former in view view of what is believed about prevail-: 


of the greater inflationary pressure ing economic conditions. 
stemming from the corporate sector. 


~~ 
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MEXICO’s unbroken record of peace and 
political stability since the late 1930's 
has undoubtedly left its mark on the 


economic development of the country. 


Its rate of growth, particularly during 
the past decade, has been outstanding 
among the Latin American republics. 
In spite of very high birth rates Mexico 
has managed to increase per capita in- 
come by 2.5 percent annually. 

An economic study of the Mexican 
growth pattern should be very reward- 
ing, since many of its social, economic, 
and political problems have been typi- 
cal of the difficulties encountered in the 
Latin American area as a whole. It 
might also be added that, because of its 
strategic position next to the United 
States, Mexico has acquired a position 
of economic and political leadership 
among her sister republics. The belief 
is widespread that patterns developed 
following the Mexican Revolution of 
1910 provide a formula for the solu- 
tion of basic problems common to the 
rest of Latin America. 

In general the Mexican analysis pro- 
vides an excellent example of the suc- 
cessful industrialization of an underde- 


veloped area. Its economic development 
has advanced on all fronts simultane- 
ously and at the same rate — Mexico 
has not followed the Argentine example 
of undue stress of the industrial sector 
to the detriment of agriculture. In Ar- 
gentina the decline of agricultural out- 
put and exports eventually brought its 
industrialization program to a halt. In 
Mexico industrial and agricultural de- 
velopment programs reinforced each 
other. 

Finally, it might be added that most 
of the investment funds needed for 
Mexico’s spectacular growth were ob- 
tained from local sources. Mexico has 
literally lifted itself by its own boot- 
straps. This does not imply that devel- 
opment has been perfect or without 
shortcomings, but the fundamental ap- 
proach seems to have been sound. 


The Mexican Revolution Until 1940 
All roots of Mexico’s present develop- 
ment go back to the Mexican Revolu- 
tion of 1910, which represents a sudden 
and sustained break with past traditions 
and forms of social organization. Fun- 
damental changes have affected almost 


[29 ] 
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every institution, and even today the 
Mexican Revolution continues to be 
one of the most potent political forces 
of contemporary Mexico. 

For the economist interested in de- 
velopment, it is the period after 1940 
that is of greatest interest. This period 
followed what some writers call the 
period of reform, which was mainly 
concerned with improving the lot. of 
the common man by replacing a semi- 
feudalistic, agricultural society with the 
beginnings of a modern capitalistic sys- 
tem of production. It also coincides 
with the beginning of the economic 
policy revolution in Mexico, which in 
many of the other Latin American re- 
publics found its origin in the early 
1930’s.? 

The focus of attack of the reform 
period was on changing the institu- 
tional framework of society rather than 
on building up the productive plant of 
the economy. The period of reform, 
which the writer prefers to call the 
period of experimentation, was neces- 
sary to lay the fundamental ground- 
work upon which Mexico’s spectacular 
development after 1940 could be based. 
It was mainly a period of land reform; 
communal landholdings were _ estab- 
lished and estates broken up. This 
policy was coupled with a publicly sup- 
ported system of education which even- 
tually would enable the rural masses to 
carry on and improve the work for- 
merly directed by the few owners of 
the national wealth which then con- 


* Eastin Nelson, “A Revolution in Eco- 
nomic Policy: An Hypothesis of Social Dy- 
namics in Latin America,” Southwestern 
Social Science Quarterly, Vol. 33, No. 12 
(December, 1953), pp. 3-16. 


sisted of large estates and mines.” Han 
in hand with land reform and educa- 
tion went the development of a power- 
ful political party through which the 
government hoped to retain contro! 
and bring about continuity of policy i 
order to assure both political and eco 
nomic stability in the country. 

Of further aid to the government in 
its economic development plans has 
been the creation and growth of the 
government-financed and government: 
controlled labor movement. Labor 
importance becomes clear when its par- 
ticipation in the nationalization of the 
railroads and the petroleum industry is 
examined. Furthermore, as in many of 
the other Latin American republics, a2 
national central bank was establishec 
in order to centralize the control oi 
money and credit. This eventually be- 
came the key to the execution of al 
centrally conceived development plans 
In particular, it made possible the early 
construction of a national highway 
system which overcame Mexico’s eco- 
nomic isolation into independent eco: 
nomic regions.* 

The widespread use of state power: 
in many facets of national life in time 
virtually made a new country of Mex 
ico. This does not mean that all prob 
lems were solved, since poverty anc 
economic underdevelopment are stil 
present. The land hunger of the agri 
cultural masses has not been satisfiec 
yet and income is still very unequalh 

* Eyler N. Simpson, The Ejido: Mexico’ 
Way Out (Chapel Hill: University o 
North Carolina Press, 1937), p. 32. 


* Paul’ V. Horn, Latin American Trad 


and Economics (New York: Prentice-Hal. 
1949), p. 309. 
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distributed. Also capital is still scarce 


; and labor relatively unskilled. But such 


a complete renovation was not to be 

“expected in a nation that had a cul- 

tural heritage of 4,000 to 5,000 years 

_when it was conquered by Spain. Many 
of the social and physical character- 
istics of its people still reflect the old 
heritage. Nevertheless, many of these 
inheritances are to be found in a new 
social, political, and economic setting 
as a direct result of the impact and 
institutional change brought about by 
the revolution. 

At the outbreak of World War II a 
new economic policy was implemented. 
The time was ripe for a change and the 
war presented an excellent opportunity 
for the government to decrease its 
emphasis on institutional reforms and 
to concentrate government policy more 
clearly on relatively orthodox ways of 
augmenting the productive capacity of 
the national economy. The emphasis on 
the just distribution of land and gross 
national product declined in favor of 
an emphasis on industrialization and 
an increase in national output. The 
economy started to expand at a phe- 
nomenal rate. 

In contrast to some other Latin 
American countries, the Mexican in- 
dustrialization drive was not under- 
taken at the cost of agricultural prog- 
ress, but rather agriculture benefited 
from this new policy. The underem- 
ployed resources which had constituted 
a drain on agriculture were put to 
work in industry, thereby greatly in- 
creasing agricultural productivity as 


well as industrial output. This in turn 
made available to the Mexican govern- 
ment the resources with which it could 
build huge irrigation projects that fur- 
ther benefited agricultural develop- 
ment.* Simultaneous development of 
agriculture and industry easily explains 
why in recent years Mexico, with one 
of the fastest growing populations in 
the world, has been able to increase its 
food supply faster than population 
growth.® 

Tt: 21s 
whether the change in policy in 1940 
— advocating industrialization — was 


not possible to determine 


undertaken purposely in recognition of 
the partial failure of Mexico’s earlier 
agricultural policies or whether the 
change occurred solely as a result of 
the impact of World War II, which 
presented such an excellent opportunity 
for a partial policy reversal. In any 
event, since 1940 the program of land 
division has received less emphasis, and 
today a definite trend towards a mod- 
erate concentration of laud holdings in 
economically workable sizes can be 
detected. 


Mexico’s Economic Growth: 
1939 to 1955 


In spite of the population increase 
from 19.4 million people in 1939 to 
29.6 million in 1955, Mexico’s in- 


*The International Bank for Reconstruc- 
tion and Development, Combined Mexican 
Working Party, The Economic Development 
of Mexico (Baltimore: Johns Hopkins 
Press, 1953), pp. 23-31. 

° Chase Manhattan Bank, Business High- 
lights in Latin America (New York: June, 
1952) yar lies 


CURRENT ECONOMIC COMMENT 


Table i Industrial Origin of Net Domestic Product 


(Amounts in millions of pesos at current prices) 


1939-45 1951-54 
ae Annual Percent Annual Percent 
average average 
GOmmerce tem. see ete 2,994.5 28.0 16,935.41 29e i 
IN eviCul tune yer een eee ae Qe 26 1929 11,519.4 1923) 
Manufacturing 2 css eer eter 1,880.4 ATES 9536059 16.1 
Mimninngs See seach pets Maney hte B20 520 1,438.8 225 
Construction... kets ieee oer ; 207 eS A) 1,040.4 ies) 
Petroleum. vic memset ree erte 154.9 1.4 826.7 1.4 
Blectricy powenran erat aoe 54.5 0.5 293.4 OLS 
PAlISOtErs ones = she cae tacit iy teres 2907 a0 ie, 16,800.7 28.8 
AL otal steers. octet Ce nee LOE OTS 100.0 58,215.35 | 100) 0; 


+ 


Sources: Data for the years 1939-45 are from Table 2 of The Economic Development of Mexicc 
(Baltimore: Johns Hopkins Press, 1953). For the years 1951-54 the data are from the Department 


of Economic Studies of the Bank of Mexico. 


creased per capita output of goods and 
services in constant prices has been 
astonishing. Nevertheless the increasing 
discrepancy between increases in total 
output and per capita output points up 
one of Mexico’s major economic prob- 
lems. Whereas the real volume of goods 
and services increased by more than 
two and a half times between 1939 and 
1955, per capita output increased only 
by two-thirds. The latter figure is 50 
percent larger than that for Argentina 
and almost 10 percent larger than that 
for Brazil, the two largest Lat Ameri- 
can republics. The average percentage 
increase per year of per capita gross 
national product was 4.8 percent for 
the 1939-45 period, 2.5 percent for the 
1945-55 period, and 7.6 percent for 
1955. National product increased at 
least twice as fast as population.® As a 
matter of fact, Mexico’s increased rate 
of per capita output has even been 


*United Nations, Economic Survey of 
Latin America, 1955, p. 4. 


larger than that of the United States 
and furthermore, development in the 
past decade or two has not been spo: 
radic but constant. Also progress ir 
Mexico was not based on the exploita: 
tion of an abundant natural resource 
as is the case with petroleum in Vene 
zuela, copper in Chile, or wheat anc 
cattle in Argentina. Economic develop: 
ment in Mexico has been better bal 
anced. 

Contrary to widespread opinion, in 
creased manufacturing has not beer 
the predominant source of Mexico’ 
rapid development, as is the case with 
Uruguay.’ In the latter country, almos 
all the increase in gross national prod 
uct for the 1939-55 period can bi 
credited to the increase in industria 
output, while agricultural output re 
mained stable. Table 1 gives an excel 


"Pedro C. M. Teichert, “Latin America 
Economic Development and U. S. Busines 
Opportunities,” Business Topics, Vol. 4, Ne 
3 (November, 1956), pp. 17-20. 
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| Table 2. Output Growth of Selected Products 


1954 output 
Product Unit 1938 1948 1954 as percent- 
age of 
1938 output 
RNG ge ols ae Thousand metric tons 531 1,063 1,866 Spl 
Residual fuel oil...... Thousand metric tons asp 4,498 6,852 245 
BE SIMICIN Ge arises ake oe Thousand metric tons 374 833 1,783 477 
Pig iron and ferroalloys|_ Thousand metric tons 98 176 237 242 
meace steel... 4. .... Thousand metric tons 142 292 » 454 320 
Electric energy 
___ (installed capacity)..| Thousand kilowatts 680 1,0972 1,850 272 
_ Electric energy 
(generated)... 2... | Million kilowatt-hours Dil 2 4,320° 6,282 250 
21949, 


Source: United Nations, Statistical Yearbook, 1955. 


lent picture of Mexico’s percentagewise 
participation in net domestic product 


by major economic activities for vari- 


ous periods. The relative position of 
the important economic activities has 
not changed over the years. The only 
clear trend that can be detected in the 
data of Table 1 is the slight decrease 
in the relative importance of mining in 
the total economy. The immediate re- 
action to this trend has been the recent 
introduction of tax law amendments 
aimed explicitly at giving the mine op- 
erators a wider margin of profits than 
they had before. 

One of the reasons agriculture has 
not declined in relative importance 
during the 1939-55 period — as it did 
in Argentina, Brazil, Colombia, and 
many of the other Latin American re- 
publics — is the constant government 
assistance it has received in the form 
of new capital for irrigation, develop- 
ment, machinery, and fertilizers. An- 
other reason has been its profitability 
during most of the past 17 years. But 


in spite of the fact that agriculture has 
kept its relative position, the future in- 
dicates that Mexico is rapidly building 
the foundation of an industrial society. 
This becomes more evident when one 
examines the growth of industries basic 
to the development of an industrial 
economy, such as iron and steel, electric 
power, cement, and petroleum. Their 
rate of growth has been tremendous, as 
can be seen from Table 2. 

Production of pig iron more than 
doubled between 1938 and 1954 and 
the output of steel more than trebled. 
Electrical generating capacity and out- 
put almost trebled; the output of ce- 
ment almost quintupled. The produc- 
tion of gasoline increased 250 percent 
between 1938 and 1954. The signifi- 
cance of this expansion lies in the fact 
that these heavy industries require 
larger accumulations of capital, which 
indicates that Mexico is not content to 
center its emphasis solely on the expan- 
sion of consumer goods but plans to 
develop basic and heavy industry. This 
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is an indication that the nation is 
rapidly advancing beyond the early 
phases of industrialization which mani- 
fest themselves in most underdeveloped 
areas of the world by the establishment 
of light manufacturing and processing. 


Reasons for Success 

Mexico’s success in development is of 
special significance to the rest of Latin 
America since its growth was not based 
on the exportation of some heretofore 
unknown or unutilized store of natural 
resources. This of course does not mean 
that Mexico has not expanded its re- 
source base during the past decade and 
a half. But most of the capital and 
technical knowledge this expansion re- 


quired was generated in Mexico out of © 


current production. 

An increase in productive efficiency 
seems to have been responsible for most 
of Mexico’s increased output. Better 
management, better use of resources, 
and substitution of machinery for labor 
were the main reasons. The increased 
output of the economy has arisen both 
from increased inputs of land, labor, 
and capital and from increased effi- 
ciency in the utilization of these factors 
of production. Unfortunately statistical 
sources are not yet available to enable 
one to separate and determine the im- 
pact of each force independently. 

No small part of Mexico’s success 
may be due to improvements in public 
administration, which result in such 
things as better systems of transporta- 


tion and communication and _ political 


and social changes which give worker: 
greater incentives. National efficiency 
is further improved by the work 0) 
educational and research institution: 
whose contributions appear at first tc 
be more of an abstract nature. O) 
course, no matter what means are usec 
to improve national efficiency, invest} 
ment of capital will be required. There: 
fore the rate at which new capita 
becomes available can have an im 
portant influence not only on the tota 
capital stock but also on the rate a’ 
which new knowledge is put to work 
It is fortunate, therefore, that Mexicc 
achieved a high rate of saving by al 
lowing a concentration of profits anc 
that through the establishment of gov 
ernment banks, necessary public work: 
not undertaken by private enterprise 
were financed.* An unfortunate by. 
product of this policy has been inflatior 
which still is one of Mexico’s maiz 
economic problems and which in the 
final analysis results from an absolut 
shortage of capital. 

But no matter how savings and in 
vestments were brought about, clearh 
the Mexican people have not been con 
suming increased production. The 
have saved a large proportion of it anc 
plowed it back into the production anc 
acquisition of capital equipment. Th 
principal method of encouraging pri 
vate investments, particularly durin: 
the 1940-50 period, apparently ha 
been a deliberate policy of inflatio: 


*The Economic Development of Mexicc 
pp. 11-18. 


Table 3. Gross Domestic Investment 
by Major Categories, 1939-50 


Industry Percent of 
total 
mindustrial equipment........... 23.4 
_ Residential, commercial, and 

industrial construction....... 18.2 
BPOMICUItUPe! mie ci lis. s ire se ss « 15.8 
BOLO VEHICLES He Bisscip ci ccs a = noi 6.8 

_ Transportation and community 
VNBSIERS So Non 5 aeeEateres ea eee Sel 
BLOLCUIN oe di oia.y Ss og acnees ss 3.4 
Benone buildings. 2... ..5.5..-. ee 
«NUDGE: BE gee gn 0.6 
BSHROLMELSM Ry Merl Seals ov, ice cart 24.5 
Biota rea Weta titas a 5 100.0 


Pia The Economic Development of Mexico, 
p. 190. 


which squeezed the real incomes of the 
lower economic classes while it raised 
the income of the rich. This sacrifice 
of the poor is the price an underde- 
veloped nation must pay if it bases 
rapid growth primarily on its own re- 
sources. Although the trend until 1940 
had been towards a more equal distri- 
bution of income, the opposite was true 
between 1940 and 1946, when a peak 
of profit accumulation was reached. 
After that the share of profits out of 
total income started declining again. 
It is, of course, from the rich that the 
bulk of the private new savings gener- 
ally arises and therefore profit accumu- 
lation was temporarily encouraged. On 
the other hand the Mexican govern- 
ment and its autonomous agencies have 
been responsible for over 40 percent of 
total investments since the 1940's. It 
must be added that American invest- 
ments in Mexico have also contributed 
substantially to the nation’s rapid de- 
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velopment. Although they made up 
only a small percentage of the total, 
they were generally invested in basic 
industries. 

The allocation of investments de- 
serves a few comments, since it might 
well have something to do with Mex- 
ico’s balanced growth. The sectors of 
the economy which received priority as 
recipients of new capital are shown in 
Table 3. The lion’s share, 79 percent, 
of gross investments for 1939-50 went 
into the following four categories: 
industrial equipment, transportation, 
construction, and agriculture. There is 
no way of determining whether this 
distribution was really the most satis- 
factory allocation of new capital in 
order to obtain the fastest rate of eco- 
nomic growth. All the table indicates 
is that, since Mexico has put substan- 
tial sums into the development of a 
transportation system which benefits all 
sectors of the economy, and since a 
significant proportion of the total went 
into agriculture and construction ac- 
tivities, Mexico has not gone com- 
pletely overboard in its emphasis on 
manufacturing. 

Though agriculture might still be 
considered a capital-starved sector of 
the Mexican economy, it nevertheless 
would be an inefficient user of addi- 
tional new capital unless farmers were 
better educated. This applies particu- 
larly to the numerous small farms 
where a little additional capital would 
yield high returns if the operators knew 
how to apply it best. But the cost of 


distributing small amounts of capital 
to hundreds of thousands of farmers 
and of educating them would probably 
be substantial. Therefore, this sector of 
the population is not in a strong posi- 
tion to compete with other groups for 
private capital and direct government 
investment in this field has become very 
important. Mexico is far ahead of most 
of its Latin American neighbors in 
operating an agricultural credit system. 

In connection with the allocation be- 
tween public and private investments 
during the 1939-50 period, of a total 
gross investment of 31,651 million 
pesos, 43 percent was allocated by gov- 
ernment agencies. Of the total govern- 
ment investment, 44.6 percent went to 
transportation and communication, 
19.4 percent to agriculture and re- 
sources, 17.6 percent to electric power 
and petroleum, 12.7 percent to social 
and municipal construction, and 5.7 
percent to miscellaneous fields.® It is 
important to remember, though, that 
since transportation and communica- 
tion facilities as well as the petroleum 
industry are wholly government owned, 
the share of government investment in 
these sectors represents 100 percent of 
all investments. A somewhat similar 
situation exists with electric power gen- 
erating capacity, of which the govern- 
ment now owns 28 percent as against 
3 percent in 1943. In agriculture, gov- 
ernment investment represented three- 
fifths of the total. Private investment 
was mainly responsible for the growth 
of industry, construction, motor ve- 


* Ibid., p. 189. 
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hicles, and mining. Of course, the tre: 
mendous growth in these private sectors 
could not have been accomplishe 
without the indirect benefits derive 
from the public investments mentione 
above, nor without the government ex- 
penditures and general welfare activi- 
the 
schools and hospitals and the develop- 


ties including construction off 
ment of various types of training facili- 
ties which are still in short supply. | 

The figures published by the comm 
bined United States-Mexican Working 
Party in their survey of Mexico indi- 
cate that 89 percent of the total invest- 
ment in Mexico during the 1939-50 
period arose from domestic savings.** 
Only 4 percent arose from an increase 


in foreign liabilities. The 7 percent ta 


be accounted for is to be credited ta 
errors and omissions in the total bal- 
ance of payments. Unquestionably this 
kind of comparison somewhat under- 
states the influence of foreign invest- 
ments during 1939-50, since it repre- 
sents the net result of capital inflows 
minus capital outflows. Capital out- 
flows represent profits paid to foreign- 
ers, repayment of principal, and annual 
But undoubtedly 
some of the capital outflow for the 
1939-50 period pertains to investments 
that were made before 1939, and there: 
fore the 1939-50 investment figure is 
deflated by the amortization and profit: 
for pre-1939 investments. Moreover 
foreign capital has often helped tc 
finance investment projects of crucia 


interest payments. 


importance for the country’s economi: 


*“ Tbid., pp. 13-15: 
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development. This particularly refers 
to projects such as electric or power 
development and other key industrial 
projects that have to be 
largely in dollars. Railroad rehabili- 
tation has been partly financed by 


financed 


foreign government loans. 

In evaluating the impact of foreign 
investments in Mexico, foreigners are 
prone to look at gross capital inflows 


and to forget the rather lush profits 


that are withdrawn as well as the 
amortization and interest payments 


that have to be met each year. On the 


other hand, the Mexicans are extremely 


conscious of these offsetting capital 


outflows and tend to overlook the 
effect and importance of the new tech- 
nologies and improved methods of pro- 
duction that accompany the inflow of 
foreign capital. In any event, there is 
no doubt that the greater part of Mex- 


ico’s capital supply has come from 


within Mexico and that the country 


has one of the highest capital accumu- 
lation rates in Latin America, a fact 
which is partly responsible for Mexico’s 


outstanding record of growth. 


Conclusion 


Of fundamental importance in Mex- 


‘ico’s recent development has been the 


continuing influence of the Mexican 


Revolution on economic policy. By this 


is meant the direct preoccupation of 
the government with economic de- 
velopment and social justice. Govern- 
ment-owned development corporations 
and agencies have traditionally fostered 
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the first of these; labor legislation and 
official price fixing have been used in 
an effort to achieve the latter. But the 
most important feature of the con- 
tinued revolution has probably been its 
preoccupation with agriculture. This 
has prevented undue emphasis on. the 
industrial sector and has avoided eco- 
nomic maladjustments such as those 
experienced recently in Argentina and 
Chile. 

The 


profound impact on the whole of Mex- 


Mexican Revolution with its 


ican life and institutions made possible 
the rise of nonaristocratic groups to 
political power. The friends and sup- 
porters of the new political leaders 
eventually become Mexico’s new en- 
trepreneurial class, but most significant 
of all in this connection is the fact 
that, in general, the new entrepreneurs 
came out of the lower and middle 
classes of society. Few of their members 
had inherited the traditional status- 
burdened concepts and ideas of the old 
landholding 
therefore, as the earlier ruling group, 
suspicious of change either in techno- 


class. They were not, 


logical processes of production or in 
economic and social relationships. It is 
to be credited to the effects of the 
revolution that risk-taking entrepre- 
neurship received an important boost 
from the change in political power. 
Partly as a result of these social, 
political, and economic changes, Mex- 
ico has shown an enviable rate of 
growth during the 1939-50 period. It 
has been outstanding among the Latin 
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American nations and the underde- 
veloped areas of the world in general. 
In spite of a rapid increase in popula- 
tion, the policy of balanced growth has 
made possible a considerable increase 
in per capita levels of living. As a re- 
sult, the country has become an inde- 
pendent and self-reliant partner in the 
world trading community. It is no 
longer just another underdeveloped 
area awaiting exploitation by foreign 


| 


enterprise. Nevertheless, private foreign 
capital, particularly from the United 
States, has been very helpful in connec- 
tion with the nation’s growth. Finally. 
Mexico’s outstanding record of growth 
serves as an excellent example for the 
other Latin American republics, since 
the Mexican approach to the problem 
of economic development carries sig- 
nificance far beyond the country’s 
national frontiers. 
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IN THE MIDSUMMER of 1857 Thorstein 
~Bunde Veblen was born on a pioneer 


farmstead about ninety miles north of 


Milwaukee. From his eighth year until 


he entered Carleton Academy in 1874, 
Veblen lived in another frontier com- 
munity not far from Northfield, Min- 


“nesota. On August 3, 1929, four days 
after his seventy-second birthday, he 


died under distressing circumstances in 


_a ramshackle California cottage. In his 
own lifetime Veblen had already be- 
come something of a legendary figure," 
_and although it would be hyperbolic to 


assert at this time the fact of a Veblen 


saga, public interest in the life, adven- 


tures, ideas, and peregrinations of the 
footsore philosopher shows no sign (un- 
less misjudged by publishers) of abat- 


‘ing.? Reprintings and translations of 


1Max Lerner (ed.), The Portable Veblen 
(New York: Viking Press, 1948), p. 8. 

2 Recent books on Veblen are Carl Eug- 
ster, Thorstein Bunde Veblen (Zurich: 
Europa Verlag, 1952); David Riesman, 
Thorstein Veblen, A Critical Interpretation 
(New York: Scribner, 1953); and Bernard 
Rosenberg, The Values of Veblen (Wash- 
ington: Public Affairs Press, 1956). 


Veblen’s works continue to appear,? 
presumably in response to a putative 
demand, and it may well be that in our 
time Veblen’s readership is larger than 
it was in his own. His present audience 
is, of course, heterogeneous. As is true 
of so many well-remembered econo- 
mists — Malthus, Mill, Pareto, von 
Wieser — Veblen’s economics 
rounded by a nimbus of sociological 
and _ historical matter that makes it 
difficult to fit him into any unique and 
narrow category of social inquirers. 
Thus sociologists and philosophers have 
been attentive to Veblen’s opinions. He 
is also read by the public at large for 
simple entertainment, and by literati 
for style. His mordancy and iconoclastic 
propensities continue to afford a gen- 
erous measure of the one, and the term 
rococo perhaps best describes the 
other.* Moreover, Veblen’s remarkable 
capacity for irritating other economists 


is sur- 


°E.g., Higher Learning in America (Stan- 
ford, 1954) and La teoria della classe agiata 
(Turin, 1949). 

*Like Joseph Conrad, another master of 
English whose centennial year this also is, 
Veblen as a boy knew nothing of the lan- 
guage he later used so skillfully; Norwegian 
was the family tongue. 


[39] 
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seems not to have diminished since his 
own demise and cremation.° 

In view of what appears to be a con- 
tinuing public interest in Veblen, his 
centennial year seems a suitable occa- 
sion for offering an apercu of his more 
important contributions to economics. 
Veblen’s earliest, and perhaps ultimate, 
scholarly interest ran to questions of 
philosophy; however, he has been more 
than adequately treated under that 
rubric by Stanley Daugert® and others. 
The definitive Veblen biography, by 
Joseph Dorfman,’ was published a gen- 
eration ago. Therefore, this sketch will 
be restricted, so far as is possible, to 
aspects of Veblenian thought that bear 
more or less directly on questions of 
economic theory and practice. 


Il. 


In respect of his contribution to eco- 
nomic theory, Veblen, and indeed the 
whole set of “institutional” economists 
of which he is— inaccurately — often 
styled the prototype and chief,® is re- 


° As recently as last December a promi- 
nent economist of the “scientific” persuasion 
publicly depicted Veblen as a “mere writer 
of supposedly academic books’ who was 
constitutionally averse to clear construc- 
tions.” He then went on to describe his 
subject as “unhappy, frustrated,’ ... “re- 
jected,” . . . “insulted by this rejection,” ... 
a man of “dubious” character whose ‘“sor- 
rows were largely of his own making” thanks 
to his ‘“‘weaknesses of character,” and so on. 
Presumably these somewhat unscientific re- 
marks reflect the fruits of a new technique 
—posthumous_ psychoanalysis. American 
Economic Association, Papers and Proceed- 
ings, May, 1957, pp. 6-9. 

°Philosophy of Thorstein Veblen (New 
York: King’s Crown Press, 1950). 

"Thorstein Veblen and His America (New 
York: Viking Press, 1934). 

SR. T. Ely, American Economic Review 
Supplement (March, 1932), pp. 114-16, 


garded by many as a destructive critic 
merely, a negativist. If one were ta 
read only the collection of Veblen’! 
essays The Place of Science in Modern 
Civilization® he would probably agree: 
in those pages Veblen makes very plain 
his skepticism concerning any genuine 
and usable connection between real life 
affairs and the economic postulates anc 
theories current in orthodox circles in 
his time. Veblen never denied the 
worthwhileness of theory, and was wel! 
aware that no theory, if it is internally 
consistent, can be “wrong.” He was 
however, convinced that there was sé 
great a_ discrepancy, “distressingl} 
actual and persistent,” between the 
“legitimate [meaning theoretically nec: 
essary] and the observed course 0: 
things’*® that standard economit 
theory was, in his time, largely irrele: 
vant to economic activity. 

Most economists will concede tha: 
their art has not reached its highes: 
expression in the area of prediction 
By way of extenuation it is now custo 
mary to point to the innumerabl 


mentions a number of earlier Ainoudll 
economists who exhibited marked institu 
tional leanings. Veblen was well acquaintee 
with Sir Henry Maine’s Ancient Law (Lon 
don, 1861), basically an institutional trea 
tise, and may have known the Essay on th 
Distribution of Wealth (London: J. Mur 
ray, 1831) of Richard Jones, perhaps th 
first professional economist who  coul 
rightly be called an institutionalist. 

*New York: B. W. Huebsch, 1919. Ti 
the present connection the essays of parti 
ular interest are ‘“‘Why Is Economics Not N 
Evolutionary Science?” and “The Preco 
ceptions of Economic Science.” These ap 
peared originally in the Quarterly Journé 
of Economics, Vol. 12 (1898) and Vol. 1 
(1899). They are reproduced in The Port 
able Veblen. | 

* Place of Science in Modern Civilizatioy 
p. 116: 
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forces, or “variables,” that, to the 
detriment of high-probability forecast- 


ing, sometimes make their weight felt 


despite their calculated exclusion from 
a given problem on grounds of expedi- 
ency and their uncertain importance. 


~ But in Veblen’s time there survived a 


strong tendency, among many econo- 
mists, toward devising or reasoning in 
terms of previously formulated a priori 
economic “laws.” Demonstrable excep- 
tions to these laws, no matter how fre- 
quent, were likely to be dismissed as 
mere “frictions.” The arbitrary exclu- 
sion of what often were, in fact, real 
and continuing economic forces was 
habitually defended on the ground that 
these were phenomena of second-order 
importance only, characterized more by 
randomness than by regularity.** It was 
against this kind of unbending and 
unrealistic theorizing that Veblen di- 
rected his criticism. 

The operational ineffectiveness of 
nineteenth century economic theory 
stemmed, Veblen believed, from the 
unwarranted assumptions which under- 
lay it. In particular Veblen denied the 
dogma, enunciated first. by Grotius and 
introduced into economic theory by the 
Physiocrats, that there exists a societal 
“natural law” from which “natural” 
social institutions and “right” human 
relationships can be deduced.” The 
fundamental tenet of natural law as a 
social cosmology, Veblen said, is that 
“The [human] scheme as a whole is 

“For critical comment on a particular 
specimen of this kind of deductively formu- 
lated “law,” see J. M. Keynes, General 
Theory (New York: Harcourt, Brace and 
Company, 1936), Chapters 1 and 2, espe- 


cially pp. 15-16. 
” Place of Science, pp. 87-96. 


guided by the end to be reached . . . 
the benevolent work of guidance was 
performed in first establishing an in- 
genious mechanism of forces and mo- 
tives capable of accomplishing an or- 
dained result. . . . When things have 
gone wrong they will right themselves 
if interference with the natural course 
ceases.”*8 At worst, this is mere an- 
imism. At best, it is no more than a 
factually baseless metaphysical idea, 
amenable neither to proof nor disproof, 
with no place in a system of study with 
pretensions to scientific status. Veblen, 
in scoffing at the notion of a natural 
law, rejected also a leading axiom of 
the older economic orthodoxy; namely 
that there is a mysterious “normality” 
about economic activity that makes the 
fundamental forces of supply and de- 
mand ‘“equilibrium-seeking.” Now if 
one closes an electrical circuit con- 
taining a charged capacitor, damped 
oscillations ensue, persisting until an 
“equilibrium” in the circuit has been 
established. Endless examples of a 
similar nature can be adduced from the 
world of mechanics and “natural phi- 
losophy,” as it used to be called. But 
mechanical analogies are apt to be 
grossly misleading as guides to an un- 
derstanding of human behavior, and 
Veblen denied that economic activity 
—or social interaction of any kind — 
is governed by a “constraining normal- 
ity” operating automatically to correct 
for deviations from a “normal” state 
of things. On the contrary: economic 
theory was, in his estimation, fatally at 
fault in its ostrichlike disregard of 
“cumulative causation.” Veblen was 
convinced that process, not normality, 


* Tbid., pp. 115-16. 
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dominates economic activity and that 
any appreciable change is less likely to 
be followed by a compensatory change 
than it is by further propulsions in the 
new direction.'* Moreover, Veblen dis- 
sented from the Hegelian idea. that 
societal change is in any way teleologi- 
cally or normatively directed toward 
bringing about a better future state of 
affairs; to him, change was simply 
change.’® Veblen, therefore, derisively 
dismissed orthodox economic theory as 
“taxonomic” (since it concerned itself 
with supposedly predictable and “nor- 
mal” relationships) and unwarrantedly 
“teleological” because it so forcibly 
conveyed the impression that long-run 
equilibrium was not only a natural goal 
of economic activity but would more- 
over constitute an ideal or optimum 
outcome.*® 

Finally, Veblen accused orthodox 
economists of perpetuating the fiction 
of a selfish and hedonistic economic 
man — a “lightning calculator of pleas- 
ures and pains”'? — distilled by Jeremy 
Bentham from the prescientific psy- 
chology of Hobbes. Veblen found fault 
on two scores with this caricature of 
human nature. First, it ignored such 
real and powerful human traits as emu- 
lation and ostentation, and afforded no 
scope for simple habit and custom, 
which often override price and “mar- 
ginal” considerations as determinants 


“TIbid., pp. 61-62. Compare Joseph 
Schumpeter, Theory of Economic Develop- 
ment, trans. Redvers Opie (Cambridge: 
Harvard University Press, 1934), especially 
Chapter 6. 

* This was the basis for Veblen’s criticism 
of Marx, for whom in other respects he held 
a high regard. Place of Science, pp. 409-56. 

* Tbid., pp. 53, 55, and 69. 
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science into so intense a preoccupation | 


of economic action. Second, but per- 
haps more important, hedonistic psy- 
chology falsely depicted man as a mere 
reactor that responds passively to 
stimuli of pain and pleasure, whereas 
in fact the essence of manhood consists 
in affirmatively seeking to gain control 
over man’s external surroundings, and! 
in a measure, over his internal drives as} 
well. “Manhood,” in every tongue, im-} 
plies mastery, not submissiveness. Man} 
is active, not passive. 

Thus Veblen’s dispraise of the eco; ; 
nomic orthodoxy expounded in his era | 
was, he thought, justified on two) 
grounds. First, it was founded on an; 
absurd psychology. Second, unquestion- 
ing acceptance of the doctrine of a, 
natural law had misdirected economic} 
with inquiries into “equilibrium” con- 
ditions that it did not and could not: 
offer any explanation of economic. 
“process” or change. In other words, 
being neither dynamic nor truly sci- 
entific, economics was not an evolu- 
tionary science. 


II. | 


The forcefulness and brilliance of 
Veblen’s criticisms of the economic’ 
doctrines of his day have tended to 
overshadow in the popular appraisal of 
his achievements the more “positive” 
contributions he made to the literature 
of economics. In particular, mention 
should be made of Veblen’s views on 
(a) the thorny question of justice in 
the distribution of the national income 
and (b) the root causes of business 
depressions. It seems suitable for two 
reasons to call Veblen’s writings on 
these two subjects “positive.” First 
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_ while his pronouncements flatly con- 


tradicted Veblen 


received doctrine, 


_ chose — for whatever reason — to ig- 


- nore prevailing theories rather than to 


demolish them. The general tone is 
therefore one of affirmation and rea- 


- sonableness rather than caustic criti- 


cism. In addition Veblen, who was not 
ordinarily in the habit of documenting 


his statements, was at some pains in 


his analysis of business depressions to 
cite at least a modicum of historical 
evidence in support of his hypothesis 
concerning causation.‘* This contrasts 
sharply with, for example, Veblen’s 
attack on the hedonistic psychology, the 
brilliance of which should not blind 
readers to the plain fact that he was 
there undertaking to overset one ideol- 
ogy by asserting (without proof or even 
evidence) the superior merit of another 
one. 

Now Veblen had little interest and 
—for the reasons sketched earlier — 
less faith in what is variously called 
“micro,” partial, or “price” economics. 
Though he himself never used the ex- 
pression, there is good justification for 
calling him, as is customary, an “insti- 
tutional” economist. Veblen was con- 
vinced that social institutions’? and 
customs, not hedonistic motivation and 


In particular, Veblen refers to testimony 
given before the U. S. Industrial Commis- 
sion, whose Hearings and Reports (1898- 
1902), especially Vols. 1 and 2, are illumi- 
nating in regard to business and financial 
practices of the day. 

“An institution,” as Veblen defined it, 
“is of the nature of a usage which has be- 
come axiomatic and indispensable by habitu- 
ation and general acceptance.” Absentee 
Ownership and Business Enterprise in Re- 
cent Times (New York: B. W. Huebsch, 
W235), ps LOL. 


the “invisible hand” of naive natural 
law, chiefly govern the form and direc- 
tion of economic activity. His interest 
therefore ran to contemplation of the 
institutional framework (law, religious 
imperatives, traditions, property rights, 
and so on) within which routine eco- 
nomic life proceeds, rather than to 
microscopic scrutinies of various de- 
tails of the routine itself. In economic 
theory he stands nearer to the “political 
economists” who preceded him, and to 
the aggregative theorists of our own 
generation, than he does to most of his 
own academic contemporaries. Veblen’s 
economic work consisted almost exclu- 
sively in undertaking to disclose the 
origins, current standing, and (his 
phrase) “further drift” of what he con- 
ceived to be decisively important social 
institutions. He perceived that these 
are not impervious to modification, 
notwithstanding that their authority 
may run unchallenged for generations 
or even centuries together. Like Marx, 
and to a limited degree Herbert 
Spencer, Veblen adhered to a doctrine 
of social evolution.”® It is not surpris- 
ing, then, that he sought to explain 
both interpersonal income distribution 
and fluctuations in aggregate income in 
terms of institutional forces which once 


2? Unlike Marx, however, who from his 
study of cultural history deduced an eco- 
nomic theory of social evolution that would 
culminate in a classless society (whereupon 
change would cease), Veblen offers a social 
theory of economic evolution with no fore- 
seeable end; there are no teleological over- 
tones whatsoever. As to Social Darwinism, 
Spencer’s somewhat strained attempt to 
draw a precise parallel between the blessings 
of laissez-faire and the “law” of survival of 
the fittest, Veblen was — to put it mildly — 
skeptical. 


were inconsequential and might be- 
come so again. He made no claim to be 
an unveiler of deathless truths. 


Veblen on income distribution. Why 
does A get a larger income than B? 
To such a question the consensual an- 
swer of antiquity, and doubtless the 
Middle Ages too, would have been 
“status.” But with the advent of capi- 
talism and the more open society with 
which it was associated, eminent writ- 
ers began to assert that income inequal- 
ities merely reflected inequalities in 
economic productiveness. By grace of 
an assumption that in real life the 
national dividend is shared not dis- 
similarly to the “virtual” distribution 
that would characterize a_ perfectly 
competitive society, wherein easy spatial 
and occupational mobility prevails, it 
could be shown that people get what 
they are “worth.”?+ For this benign 
view of income inequality there. is no 
factual basis, declared Veblen, except 
in the truistic sense that people un- 
doubtedly get what they get. Capital- 
ism, in destroying old privileges, had 
conferred new ones on new benefici- 
aries. As before, law and custom still 
sanctioned vested interests — “‘the right 
to get something for nothing”? — and 
predation within the law, not ‘produc- 
tivity, was still the key to individual 
prosperity. Veblen, a child of the grain- 
belt frontier in the time of the great 
agrarian unrest, depicted vividly in 
Absentee Ownership the merciless ex- 
ploitation of farmers by small-town 


See Veblen’s Place of Science, pp. 202- 
7, for his paraphrase of the distribution 
theory of his first instructor in economics, 
John Bates Clark. 

” Absentee Ownership, p. 49. 


merchants and bankers, who in turn 
were unfailingly the victims of the} 
superior coercive power exercised by) 
their metropolitan suppliers and over-- 
lords. In the matter of wages, Veblen: 
thought that seldom could they be: 
shown to stand in any plain relation-: 
ship to productive merit, whether ini 
the aggregate or in individual instances. | 
He claimed that not since the advent: 
of the machine had the worker en-. 
joyed the mobility and contractual 
freedom that the overthrow of the old 
status-society had seemed to promise 
him. The doctrine of self-help had car- 
ried the day against the old ideal of 
mutual responsibility as between man 
and master. Under the new industrial. 
dispensation employers, in virtue of 


their ownership of the “industrial ap- | 


pliances,” can dictate the time, place, 
intensity, and wages of employment, 
and yet disclaim any obligation to 


ensure even a minimum of worker 


welfare. The wage bargain was imper- 
sonal, and the wage itself was regarded 
as embodying full commutation of what 
had been, at least nominally, moral ob- 
ligations inseparable from the role of 
leadership. Authority without responsi- 
bility was now a characteristic of in- 
dustrial ownership, and only the semi- 
legal power exerted by the burgeoning 
trade-union movement —an “institu- 
tion” — stood in the way of an absolute 
exercise of this authority. (In Veblen’s 
lifetime “Homestead” and “Pullman” 
were not half-forgotten terms of uncer- 
tain historical significance.) So, also, 
the distribution of business earnings is 
mightily affected by institutional ar- 
rangements. The rise of the corporation 
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_had conduced to the exploitation of 


true owners of corporate assets by 
nominal owners, and to exploitation 


_ inter se by this latter group. The first 


comes about because bondholders are 
induced to accept a diminished rate of 


_ return in exchange for illusory assur- 


99 66 


ances of “priority,” “security,” and the 
like, to the enhanced profitability of an 
equity interest that is in fact mostly 
water. Minority control, interlocking 
directorates, and simple abuses in the 
fiduciary relationship are workaday de- 
vices for accomplishing the other.?’ Fi- 
nally, government’s magisterial power 
is, as a matter of regular practice, en- 
listed in behalf of the special interests 
of power groups of various sorts. This 
proposition holds good, thought Veb- 
len, independently of whether the scene 
of action is domestic or international.** 

Thus the principal determinants of 
interpersonal distribution of income 
and wealth are the institutionally sanc- 
tioned distribution of bargaining power 
and the resoluteness with which power 
thus conferred is deployed in the strat- 
egy of coercion. To Veblen’s mind, 
“productivity” enters more as a justifi- 
cation after the fact than as an efficient 
cause of inequalities. 


Veblen on depressions. With the tri- 
umph of the machine technique, the 
“business crisis” began to manifest itself 
with increasing severity and frequency. 
Orthodox economic theory, committed 
as it was to the ideology of capitalism 
as a system of cosmic orderliness, could 
provide no very illuminating explana- 
tion for such untoward occurrences. 
The simplified economic “model” con- 


8 Thid., pp. 326-59. 
* Ibid., pp. 29-37, especially p. 37. 


templated by economists of renown in 
Veblen’s period was too small to ac- 
commodate any potentially disruptive 
forces. Since the system was supposed 
to be providentially auto-stabilizing, 
only transitory and beneficial “rolling 
readjustments” (a post-Veblenian term) 
could be fitted comfortably into the 
older — i.e., pre-Keynesian — ortho- 
doxy. Stability being by definition the 
normal state of the body economic, 
serious lapses from approximate nor- 
mality were regarded as pathological 
states, brought about by agencies ex- 
ternal to the system. Veblen’s analysis 
of the business crisis consisted in an 
attempt to show that there is in the 
economic system itself the cause of its 
own chronic malfunctioning. Whether 
correct or not, his explanation is a 
logically satisfying statement of cause 
and effect, and on that score, if no 
other, it must be regarded as vastly 
superior to the general run of business- 
cycle theories in his own and earlier 
times. Veblen’s wider institutional view- 
point — the source of both his strength 
and weaknesses as an economist — led 
him to include under the caption “eco- 
nomic factors” institutions and _ aitti- 
tudes excluded by other economists, 
and it is for this reason that his expla- 
nation of the crisis can properly be 
described as an internal one. The sub- 
stance of it follows. 

In an economy of scarcity, as in the 
handicraft era, it is a dearth of goods 
and not a dearth of demand that typi- 
cally prevails. Goods are supplied 
within this type of institutional setting 
by a myriad of self-commanding small 
entities. No one of these can draw any 
differential advantage from sabotaging 
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production; on the contrary, gaining a 
livelihood accords perfectly with the 
“instinct of workmanship.” Moreover, 
the economic organization is not yet “a 
close-knit one . . . the concatenation of 
industrial processes or of business trans- 
actions is not rigorous.”®° The perilous 
degree of mutual dependence that ex- 
ists in a modern, highly specialized, and 
complex industrial society was not a 
factor to be reckoned with two hundred 
years ago. But in “modern times” 
(Veblen speaks of the post-Civil War 
period) the “whole concert of indus- 
trial operations is to be taken as a ma- 
chine process, made up of interlocking 
detail processes.” Hence this macro- 
process requires, if it is to function 
tolerably, “the running maintenance of 
interstitial adjustments between the 
several sub-processes or branches of in- 
dustry.” But because an abiding faith 
in “natural law” continues, despite its 
irrationality, to be a dominant social 
attitude or institution, these adjust- 
ments are habitually left to the offices 
of people who too often have instead a 
direct interest in fomenting and per- 
petuating disturbances.** Given the 
prevalence of economic concentration 
fostered by the machine technique, 
Veblen asserted that periodic malfunc- 
tionings are inevitable for two reasons. 
The “captain of industry,” as head of 
a large and strategically situated con- 
cern, must seek diligently to embarrass 
and engross rival business units. Pecuni- 
ary advantage rather than increased 
public serviceability in production is 


* Theory of Business Enterprise 
York: Scribner, 1904), p. 271. 

*° Ibid., pp. 7-8. 

" Tbid., pp. 29-31. 
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| 
normally the end in view.28 Where: 
vendibility and money values dictate ; 
industrial policy, abrupt cessations of’ 
output and other socially irresponsible : 
maneuvers may well be privately ad-> 
vantageous, notwithstanding that they’ 
bring the likelihood of disastrous and. 
cumulative side-effects in other indus- 
tries and communities. 

says Veblen, where 
large profits accrue to merger-created 
monopolies, or from innovations, the 
higher rate of return tends promptly to 
be “capitalized” by an upward revalu-_ 
ation of assets plus an exaggerated entry 
for goodwill. On this new asset basis, 
precariously large issues of fixed-charge 
securities are floated, with fatal results 
when earnings later diminish.”° Related, 


Furthermore, 


‘synergetic enterprises also suffer, and 


thus the circle of panic enlarges. If, to 
forestall the eventuality of its own in- 
solvency, the large (and typically non- 
competitive) firm seeks to bring about 
a contrived scarcity by means of a “con- 
scientious withdrawal of efficiency,” 
the attempt, successful or not, will as 
before initiate a chain of events that 
operates to the detriment of everybody 
else concerned. 

At first this appears to be merely a 
more sophisticated “devil theory” of 
the type propounded by some of Veb- 
len’s near contemporaries (one thinks 
of Bryan, or Henry George). In a de- 
gree this would not be an inaccurate 
appraisal. But Veblen was not, it 
seems, greatly interested in the detec- 
tion of scapegoats. He urged no re- 
forms and indicted no class or individ- 


* Ibid., p. 39. 
® Tbid., pp. 185-210. 
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ual. He sought rather to show that 
economic society has, in the machine 
age, come itself to resemble a machine 
whose smooth and unimpeded opera- 
tion cannot be expected, given its ar- 
chaic institutional setting. For the in- 
stitutional framework esteems “chief 
among the civic virtues” the acquisi- 
tion and personal control of “means in 
excess of what the owner can make use 
of, personally and without help”; and 
it subordinates, because of cultural lags, 
the making of goods to the “making” of 
money.*° In short: Veblen denied that 
the hard facts of a closely articulated, 
industrialized, interdependent society 
could be squared with the mythology 
of early “natural-rights capitalism.” 


IV. 


For the most part Veblen was studi- 
ously ignored by his economist contem- 
poraries. He flouted their middle-class 
ethical precepts, and he exposed the 
hollowness of the “science” they cele- 
brated. Nevertheless Veblen’s place 
among the great figures of economics 
is secure. How has this come about? 

Veblen’s name is not associated with 
any economic “laws” or with any mem- 
orable contribution to economic theory. 
As a declared social evolutionist, he 
claimed no more finality or validity for 
his own opinions than he was prepared 
to concede to those he criticized. He 
was neither messianic nor prophetic. 
Only in The Engineers and the Price 
System** did he venture to make even a 
guarded guess about the future. This 
was to the effect that one day techni- 
cians might cast out the money-makers 


® Absentee Ownership, p. 12. 
* New York: B. W. Huebsch, 1921. 


from the command-posts of industry, 
guiding it thereafter in the interests 
primarily of production and not with 
an eye exclusively to pecuniary advan- 
tage. Technocracy, which during its 
brief essor proposed to implement a 
similar idea, soon sputtered out; and 
nothing in recent history has added to 
Veblen’s stature as a seer in this regard. 
Furthermore, Veblen is decidedly 
dated. The more absurd postulates and 
theorems of economic science as it 
stood in his time are not to be found in 
any modern works. The egregious 
abuses of monopoly power, once char- 
acteristic of isolated communities, have 
passed into history —if not into eco- 
nomic histories. The vast expansion of 
the American transportation and com- 
munications network, and the spectac- 
ular improvement in business ethics 
that has been—some say causally — 
associated with it, made obsolescent 
much of Veblen’s most colorful writing 
at the same time it created torment- 
ing new social problems. No exact 
counterpart of Veblen’s “captain of 
industry” exists today; its historical 
mission of empire-building accom- 
plished, the type has disappeared.*? The 
holding company is going the way of 
the “trust.” The not uncommon refusal 
of accountants to certify to financial 
statements, and the annual rash of 
proxy fights (reported, for example, in 
the Wall Street Journal), offer pre- 
sumptive proof that it is no longer very 
profitable or even feasible to ignore 
blandly the canons of equitableness and 


® See William H. Whyte, The Organiza- 
tion Man (New York: Simon and Schuster, 
1956), Part 3; or C. Wright Mills, White 
Collar (New York: Oxford University 
Press, 1951), p. 166 and Chapter 5, passim. 
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integrity in financial relationships. 
Events daily attest to employers’ im- 
potence to coerce their workers after 
the fashion of sixty — or even thirty — 
years ago; truly, institutional change 
has put down the mighty from their 
seats and has exalted the humble and 
meek. Since Veblen’s death an even 
larger share of the responsibility for 
defining and assuring distributive jus- 
tice has been confided to governmental 
discretion rather than to the market- 
place. Similarly, the social institution of 
government has, however’ reluctantly, 
been charged with the task of prevent- 
ing recurrences of the “business crises” 
Veblen sought to explain. Even the 
Veblenian doctrine of conspicuous con- 
sumption*®* seems no longer to be very 


° Theory of the Leisure Class (New York, 
1899). In this regard it may be instructive 
to compare the tycoon of the turn of the 
century, as depicted by William Ghent in 
Our Benevolent Feudalism (New York: 
Macmillan, 1902), Chapter 3, with the por- 
trait of his modern counterpart in Parts 3 


apposite as a theory of behavior. Self- | 
effacement is the leading characteristic 
of the modern rich, and the value rank-. 
ings Veblen ascribed to their predeces- 
sors are in present times perhaps more 
typically found among people near the 
opposite end of the income spectrum. 
Thus time and events have made the 
larger share of Thorstein Veblen’s ex- 
pository work obsolete. But precisely 
herein lies the authentication of his 
genius. Veblen, a realist among doc- 
trinaires and an evolutionist in the | 
courts of the metaphysicians, steadfastly 
maintained that time, which makes all 
institutions malleable, thereby makes all | 
social truths evanescent and all social 
trends reversible. Has economic history, 
in the hundred years since his birth, 


‘discredited his leading principle? 


and 7 of The Organization Man. For a dif- | 
ferent perspective than the one afforded by > 
Whyte’s book, however, see A. C. Spectorsky, © 
The Exurbanites (Philadelphia: Lippincott, 
ODS) e 
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TELEVISION now occupies more of the 
non-sleeping, non-working time of 
Americans than any other activity. And 
it is now available at no direct cost to 
viewers. Pay TV is an idea which cur- 
rently offers to convert this quasi-free 
good into an economic good by making 
it available only for a price. If it is 
innovated, pay TV would amount to a 
revolution within the group of indus- 
tries concerned with entertainment, in- 
formation, and public opinion—a 
group of industries which may aptly be 
referred to as cultural industry. The 
present article attempts to analyze pay 
TV and its implications. 


The Pressure Groups 


Pay TV means different things to 
different interest groups. It is an idea 
which serves as a kind of projective de- 
vice to which widely different kinds of 
people, moved by contrasting motives, 
respond in relation to their several 
kinds of needs. For many intellectuals, 
who feel some resentment against the 
practices of advertising, the notion of 
pay TV has a utopian appeal. Looking 
down their noses at sponsored T'V pro- 


grams, these people project their felt 
needs for high culture. They respond 
to the promise that it would provide 
chamber “Broadway 
plays,” and the like. The businessmen 
and upper-income white-collar people 
—who as consumers generally accept 
sponsored TV programs — are involved 
to a limited extent through their com- 
mitment to ideological issues. To them 
the argument has been that pay TV 
should be tested by the free competition 
of the market place; if it survives, it is 
obviously the “best” sort of TV. 

The production personnel in the mo- 
tion picture industry, faced with the 
threat of declining theater patronage, 
project into the notion of pay TV their 
liking for anything which potentially 
enlarges the market for their services. 
They are often captivated by the job 
implications of the “first-run” films 
which pay TV promoters always say 
they would show. The vociferous sup- 
port of sporting entrepreneurs is en- 
gaged for pay T'V quite frankly by the 
prospect of huge increases in their box- 
office take if major league baseball or 
“championship” fights were broadcast 


music, operas, 


[49] 
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by pay TV. The groups named account 
for most of the support enjoyed by the 
promoters of pay TV. 

The promoters of pay TV do not 
confuse themselves, even though their 
propaganda promises that pay TV 
would bring all good things to all pos- 
sible supporters. For them the economic 
possibilities of the idea are attractive, 
since today about three-fourths of 
American homes use TV an average of 
approximately five hours a day. Para- 
mount’s subsidiary, Telemeter, esti- 
mated in 1955 that if 75 percent of TV 
sets were converted to pay TV and if 
the average weekly payments per pay 
TV user were $2.50, the total revenue 
would be about $4.5 billion by 1960. 
An annual volume of this size would 
rank pay TV receipts with those of 
American Telephone and Telegraph 
and would mean an industry with a 
dollar volume larger than the total 
consumer expenditures on magazines, 
newspapers, books, spectator sports, and 
commercial participant amusements. 
The creation of an industry with this 
volume of business would add more 
than a third to the total bill for recrea- 
tion. Evidently, the promoters of pay 
TV are eying a jackpot of epochal size. 
This would be the reward for replacing 
in part at least a “free good” with a 
scarce “economic good.” 

Opposition to pay TV has come pri- 
marily from the TV broadcasters (in- 
cluding the networks and the largest 
TV set manufacturer, RCA) and the 
motion picture theaters. Like the pro- 
moters of pay TV, these groups have a 
direct economic stake in whether pay 
TV should be authorized. Like the pro- 
moters, the opponents assert that their 


interests coincide with those of the 
American public. 

It must be evident from this prelimi-_ 
nary review of the pressures operating 
around the pay T’V issue that it is com- 
plex and that arguments pro or con 
are mixed with power strategies in con- 
tending for public favor. It will perhaps — 
clarify the situation to review the his- 
tory of the pay TV idea and then ex- 
amine the arguments of the contestants. 


The History a 
Broadcasting, both by radio and by — 
TV, with a revenue base of advertiser _ 
support, has grown very rapidly in the © 
United States. At its peak, radio broad- 
casting cost much less than TV does; | 
and it was never subject to the tug-of- | 
war now taking place over TV, al- 
though subscription radio was proposed — 
at least once. When it became apparent 
that a TV system was imminent, one 
major set manufacturer began a cam- 
paign for pay TV, arguing that adver- 
tisers should not be expected to foot 
the multi-billion dollar bill which TV 
would present annually. Several other 
pay TV promoters appeared and three 
experiments were conducted (in New 
York, Chicago, and Palm Springs, Cal- 
ifornia). Considerably upsetting to the 
promoters of pay TV was the fact that 
advertiser support was, in fact, forth- 
coming in sufficient quantity to make 
broadcast TV grow very rapidly and 
profitably. Total advertising expendi- 
tures on TV rose twentyfold in the six 
years following 1949 from less than $60 
million to more than $1.2 billion in 
1956. There are more than 43 million 
TV sets now in use in American house- 
holds and set saturation in metropoli- 
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tan areas is about 90 percent. The 
viewers are now served by 486 com- 
mercial stations drawing programs from 
three networks and a host of syndicated 
film suppliers. Quite evidently, the 
structure of free TV is vigorous and 
viable, but it is not lacking in serious 
economic problems. The most serious 
of these is the inequality in competi- 
tion which exists between the minority 
of UHF and the majority of VHF sta- 
tions and which impedes further growth 
and results in uneven distribution of 
station income. Another important eco- 
nomic problem concerns the relations 
of networks and stations where, it is 
charged, networks have abused their 
oligopolistic advantages. 

Programming for TV has changed 
substantially since its first experimental 
efforts. The core of it has come to 
consist of dramatic materials of all va- 
rieties — western and crime types, com- 
edy, romance, “classics” from the legiti- 
mate stage, and unique IV programs 
such as “Marty” and “A Man Is Ten 
Feet Tall.” In the early years of TV, 
Hollywood producers generally with- 
held their better films even after they 
had been withdrawn from exhibition in 
theaters. Beginning with RKO this pol- 
icy has broken down in the past several 
years and the movies broadcast by TV 
today include increasing numbers of 
films produced since World War II. In 
the field of sports, major league base- 
ball, professional and college football 
games, boxing matches (even including 
some championship fights), Davis Cup 
matches, leading horse races, and other 
sporting events have been broadcast 
from the beginning of free TV. In the 
area of news and interpretation of in- 


formation, the Murrow “See It Now” 
series, a CBS broadcast of an interview 
with Krushchev, and network news 
broadcasts on school integration illus- 
trate the generally high quality of net- 
work TV news service. 

Critical evaluation of TV program- 
ming cannot be made with any scien- 
tific precision, because far too little is 
known about people’s needs and tastes 
and the ultimate effects of programs. 
The most serious criticism, however, is 
the charge that, although a minority of 
TV programs do achieve what should 
be expected of the art form, the major- 
ity are far short of that goal. The short- 
comings of the majority of programs 
are Imitativeness; triteness of plot, dia- 
logue, and action; and stereotyping of 
characters. The single phrase, lack of 
diversity, sums up the charge. Before 
jumping to the conclusion that substi- 
tution of a box office for advertiser 
support would remedy this situation, 
one should consider whether these char- 
acteristics are not common to all of the 
cultural industry’s product, regardless 
of financing. The motion picture indus- 
try (with its box-office support) pro- 
vided TV with the star system, pro- 
gramming in cycles, formula plots, and 
character stereotyping. With minor var- 
iations, the same criticism may be made 
of the popular fiction of magazines, 
pocketbooks, and hardcover books. 

Low-cost mass production and dis- 
tribution of entertainment and _ infor- 
mation has been the economic rationale 
of radio and TV broadcasting in the 
United States. This formula is but- 
tressed, of course, by a scarcity of chan- 
nels that precludes specialized stations 
serving the needs of cultural minorities. 
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The taste of the “mass audience,” as it 
is perceived by the men in charge of 
producing entertainment, seems to re- 
quire a “homogenized” characteristic 
in mass media if maximum profits are 
to be attained. So completely do cul- 
tural industry’s standard products oc- 
cupy the market that a substantial fare 
of “high culture” is scarce over most of 
the United States, even where the eco- 
nomic organization for providing it is 
relatively open-ended, as with book and 
magazine publishing and motion pic- 
ture exhibition. 

One group of businessmen experi- 
enced in entertainment — motion pic- 
ture exhibitors — watched the growth 
of TV with considerable consternation. 
According to a study by the Stanford 
Research Institute, motion picture the- 
ater attendance declined 64 percent 
and revenues about 33 percent between 
1946 and 1954— largely because of 
TV.* Coming, as it did, coincidentally 
with the change in the organization 
and trade practices of the motion pic- 
ture companies resulting from the ap- 
plication of the Sherman Act to the 
major integrated companies, TV caused 
some major dislocations in the motion 
picture business. It was to be expected 
that movie theaters would move sooner 
or later to protect their remaining mar- 
ket and regain lost customers. The new 
interest in “telemovies” (motion pic- 
tures carried to home T’V sets by wire 
lines) is evidently such a holding action. 


* Stanford Research Institute, The Tele- 
vision Market for Feature Films and the 
Financial Attractiveness of the Market to 
the Motion Picture Industry, 1945-1954 
(October, 1955). 
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The Structure Pay TV Might Assuine | 


Three principal promoters have 
dominated consideration of pay TV up 
to this time.” All three start from the 
same point: they take the TV program 


signal ready for broadcast and scramble 


it so that only viewers who pay can | 


have it unscrambled; on TV sets where 
no payment is made, the program is re- 
ceived in such altered form, both as to 
sight and sound, as to be unrecogniz- 
able. The technique for scrambling and 
unscrambling the picture differs from | 
one promoter to another, as do the 
methods of collecting revenue and pro- 
cedures designed to minimize “boot- 
legging” of unscrambling keys. In- 
ternational Telemeter Corporation, a 
subsidiary of Paramount Pictures, pro- 
poses a coin-box system, analogous to 
that of a pay-telephone; Zenith Radio 
Corporation and Skiatron present pro- 
cedures basically controlled at the re- 
ceiver by coded punch cards. 

The business organization contem- 
plated for the administration of pay 
TV would revolve around the owners 
of patents for the devices used in 
coding and collection. According to 
all three promoters, patent holders 
would license or enfranchise a local 
business enterprise contemplating pay 
TV operation. The franchise holder, 
under the control of the patent holders, 
would conduct the pay TV business. 
He would sell or rent encoding and 


*For practical purposes these proposals 
may be taken to represent broadcast pay 
TV. During the summer of 1957 several 
other techniques have been publicly ad- 
vanced and more may be expected in the 
future. 
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decoding equipment to TV stations and 
viewers, negotiate with the local sta- 
tions as to the price to be paid for 
their time, arrange for programs to be 
presented, handle the advertising, and 
collect revenues. Each promoter has 
proposed that he would establish a 
program organization, which, if pay 
TV became a nationwide affair, would 
take the form of a nationwide pay TV 
program network. 

Control over program policy would 
thus rest ultimately with the patent 
holder. This does not mean that the 
program organization would monopo- 
lize the production of programs. It 
would probably buy and use a substan- 
tial proportion of “independently pro- 
duced” program material. All three 
promoters, however, propose to control 
the distribution of programs to pay 
TV stations. So far as the announced 
plans of pay TV promoters are con- 
cerned, the TV stations would play a 
passive role of selling the use of station 
facilities for periods of time to the 
franchise holder and of physically 
broadcasting the scrambled signals. 
The other business aspects of pay TV 
would be pre-empted by the patent 
holder or his licensee, the franchise 
holder. 

It is at once evident that the patents 
and standards are basic to an appre- 
ciation of the significance of pay TV. 
Two of the promoters (Telemeter and 
Skiatron) proposed that the FCC 
should approve specific standards un- 
der which only a single patent holder 
would be able to operate (and natu- 
rally each proposed that its system be 
approved). Zenith, however, proposed 
that the commission approve standards 


sufficiently general so that one or more 
of the three systems could operate. If 
the Zenith proposal were accepted, mu- 
tually incompatible equipments could 
be sold or rented in the same com- 
munity; more likely, the owners of the 
patents eligible to operate under such 
general standards would merge their 
interests or establish a geographical 
market separation. Thus, whether spe- 
cific or general standards were estab- 
lished, the end result for a given 
community would probably be that its 
pay ITV programs would come to it 
(perhaps over several stations) from 
one program-distributing organization 
associated with one patent holder. 


FCC Proceedings 


Early in 1955 the Federal Communi- 
cations Commission opened a “paper” 
hearing on petitions from pay TV pro- 
moters that the commission’s rules be 
amended to permit pay TV broadcast- 
ing. This was the most thoroughgoing 
airing of the merits and demerits of 
pay TV to date. Affirmative and re- 
buttal statements, supported by all 
manner of data, were filed by the three 
petitioners and by opponents. The op- 
ponents included each of the three 
TV networks, the trade association of 
broadcasters, and an ad hoc committee 
formed by motion picture exhibitors. 

Against this background, the pro and 
con arguments over pay TV may be 
summarized.* According to Zenith, pay 


®>For the sake of simplicity I omit the 
inconclusive arguments on both sides as to 
whether the Communications Act gives the 
FCC authority to authorize pay TV. Also 
in order to keep the present article within 
manageable bounds, I will use basically the 
arguments presented by Zenith Radio Cor- 


54 
TV should be conceived as supple- 
mental to free TV and as consisting of 
“high quality box-office programs.” 
Such programs were described as being 
“newly released feature-length motion 
pictures, Broadway plays and grand 
opera” or sporting events primarily 
produced for a box office but also used 
by advertisers. Zenith looks at pay TV 
as a rival, or substitute, for conven- 
tional methods of marketing such cul- 
tural events. It sees pay TV as able to 
distribute them to larger audiences at 
lower prices than those charged at con- 
ventional box offices. Indeed Zenith 
forthrightly asserts that “the arith- 
metic of low cost mass distribution will 
also apply to subscription television.” 
It indicates that a whole family will be 
able to see a first-run movie, a Broad- 
way play, or a sporting event for “no 
more than the price of a single bleacher 
or balcony admission for one member 
of the family at the theater or sta- 
dium.” 

Fundamental to the Zenith justifica- 
tion for pay TV is the contention that 
free TV can never support a national 
competitive television system. The op- 
erating commercial T'V stations are less 
than one third the number provided 
for by the FCC allocations plan (1,- 
875). The argument asserts that many 
of these stations are losing money and 
that no more are built either because 
of inadequate economic support or be- 
cause of inadequate program resources. 
Both limitations, in Zenith’s view, stem 
from the limitations of possible support 
from advertisers. Rising costs of time 


poration to represent the promoters and 
those of Columbia Broadcasting System to 
represent the TV opponents. 
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and talent for TV programs, Zenith | 


argues, are freezing out the small and 
medium-sized advertisers, 
many of the larger advertisers. 


and even 


Zenith argues that closed-circuit TV 


performances in theaters are outbid- 
ding advertisers for such events as 
championship prize fights and _ the 
opening of the Metropolitan Opera. It 
contends that first-run feature films are 
inherently too expensive for advertisers 
to offer on free TV and that only 


through pay TV can they be brought; 
to home audiences. Pay TV is offered — 


as a salvation for the legitimate theater, 
minor league baseball teams, and com- 
munity prize fight arenas. 
Green, Commissioner of the National 
Boxing Association, is quoted as saying, 


Sponsors just can’t afford to pay much > 


more for advertising on TV and you can’t 
keep raising box office prices. . . . The only 


answer is subscription TV. This would | 


bring in so much money that not only 
could big time sports run at a profit but 
there would be enough left to provide 
subsidies for the smaller clubs in boxing 
and the minor leagues in other sports. 

Possibly Zenith’s most interesting 
argument is that the FCC has the 
statutory duty to permit pay TV 
“. . . if it determines only that sub- 
scription television holds some promise 
of making a contribution to our na- 
tional television system.” Zenith points 
out that the promoters are willing to 
risk their capital and to give up pay 
TV if it proves unsuccessful. All they 
ask is a competitive chance. 

In essentials the arguments by the 
other promoters are similar to Zenith’s. 
One significant difference relates to 
minority audience programming such 
as serious music and “courses in me- 
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chanics or French.” Telemeter and 
Skiatron say that pay TV would make 
it possible for such programs to be 
broadcast to relatively small audiences 
at a profit; Zenith makes no such argu- 
ment. 

Arguments against pay TV were 
made chiefly by Columbia Broadcasting 
System in 1955 before the FCC. It con- 
tended that the public interest would 
be seriously injured by three conse- 
quences of pay TV: 

“(1) Blackout: In the present state 
of the art, it is an inevitable conse- 
quence of pay television that, while it 
is in operation, television channels 
dedicated to the use of the entire public 
would be blacked out to everyone ex- 
cept those willing and able to pay for 
the privilege of home viewing. 

“(2) Siphoning: So much money 
could be obtained from even a small 
fraction of the normal viewing audi- 
ence of any popular program that pay 
television would be able to bid away 
from free broadcasting any attraction 
that it wanted. This applies to present 
programming and to such additional 
material as free television would pre- 
sent in the normal course of its de- 
velopment unless artificially checked. 
This siphoning effect would not be 
limited to television; promoters of 
sporting events and other program 
proprietors are unlikely to permit their 
pay television box-office revenues to be 
reduced by free radio broadcasts. 

(3) Divisiveness: The privilege of 
looking and listening would exist in 
direct proportion to the resources of 
the family pocketbook. The broad 
democratic basis of present-day tele- 
vision would be destroyed. CBS says 


pay TV would be so disastrous for free 
TV, if the former were authorized, that 
networks would be obliged to shift 
their operations to pay TV.” 


CBS also contends that pay TV pro- 
moters ignore the rising quality of free 
TV programming and seek to justify 
pay TV on programming arguments 
which are illusory. The promoters’ ap- 
peal to intellectuals would be unful- 
filled because in practice pay TV 
would program for the largest possible 
audience just as free TV is said to do. 
There would be less cultural program- 
ming on pay than on free TV, CBS 
declares, for “. .. while there are 
some advertisers who are interested in 
institutional advertising, there would 
be no coin machine operators interested 
in institutional dimes when they can 
collect commercial dollars.” The “bait” 
of “first run movies,” CBS said, is de- 
cidedly misleading. If by this the pro- 
moters mean movies made for the 
primary purpose of pay TV broadcast, 
the movies will be the filmed programs 
now seen on free T'V but will be manu- 
factured at greater cost. If, however, 
the promoters mean movies already 
made for theatrical exhibition and not 
yet released, then the bait is again mis- 
leading. Such movies will already have 
had their first and subsequent runs in 
theatrical exhibition. Moreover, to the 
extent that these movies employ new 
screen ratios, they are unsuitable tech- 
nically for proper exhibition on the 
normal small TV tube. CBS adds that, 
with the passage of time, more and 
more of these backlogs are being re- 
leased for sponsored TV broadcast any- 
way, and the remainder would shortly 
be released if a denial of pay TV con- 
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vinced the Hollywood studios that the 

huge jackpots promised by pay TV 

were not to be forthcoming. 

charged by 
“Broadway 


Similar ambiguity is 
CBS to the “bait? of 
plays.” If theatrical producers put their 
first nights on pay TV, the shows would 
be fashioned technically for TV, not 
for the living theater. In that case all 
that pay TV would offer would be the 
same type of drama now presented by 
free TV, but production costs would 
be greater. Pointing out that more 
money will not create new playwrights, 
new actors, or new directors, and that 
free TV now engages the best quality 
of each of these, CBS denies that pay 
TV would raise the level of taste, 
talent, or intelligence in drama _ pro- 
grams. 

The “bait” of sports events on pay 
TV, according to CBS, would cost the 
viewer much more than the unit price 
of whatever new sports event he 
watched. For on the advent of pay TV 
all sports events would be withdrawn 
from free TV and siphoned over to 
pay TV. 

CBS answers the argument that the 
FCC has an obligation to permit the 
market place to decide the fate of pay 
TV in this way. The promoters are 
asking to hazard not only their dollars 
but the free air waves and the viewers’ 
investment in receivers. The siphoning 
process would begin to destroy free TV 
as soon as even a few cities began 
broadcasting pay TV. Because of the 
greater revenues from even a modest 
operation in pay TV, the will of a 
minority would necessarily prevail. The 
public interest test which the FCC is 
bound to apply must recognize the 


stake of viewers in free TV as vastly | 
greater than the selfish interests of pay — 
TV promoters. | 

Other opponents’ comments in the 
FCC proceeding raise additional points. 
The Joint Committee on Toll Tele- 
vision (supported by the motion pic- 
ture theaters) develops at length the 
argument that pay TV would place an 
unfeasible burden on low-income fami- 
lies which own the majority of TV sets 
and which according to the latest avail- 
able data spend less than $90 a year; 
on motion picture admissions. In the — 
unlikely event that such a family paid 
nominal prices for as much pay TV 
programming as it watched in free TV | 
in 1955, the annual cost per family | 
would exceed $1,100 per year. But, it 
is argued, any conceivable possible pay- 
ments to pay TV would dislocate 
family expenditures which currently 
include only about $250 a year (for 
wage earners) for all recreation, read- 
ing, and education. 

The theater group also contends that 
the multi-billion dollar annual rev- 
enues expected by pay TV promoters 
would largely accrue to the promoters. _ 
TV broadcast stations, it calculates on 
the basis of Telemeter’s data, would 
receive larger revenues by 1960 from 
sponsors under free TV than they 
would from pay TV if it were ap- 
proved. Finally, the Joint Committee 
argues that the approval of pay TV 
would create a nationwide patent 
monopoly which would distribute all 
pay TV programs and enjoy fantastic 
profits. By contrast, the public interest 
is much better served by three com- 
peting sponsored TV networks. 

A quite different attack on pay TV 
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is made by Jerrold Electronics Cor- 
poration — a firm engaged in building 
and operating community TV antenna 
systems. Their opposition to pay TV is 
solely to the proposal that it should 
use the airwaves; their contention is 
that pay TV should use wire lines — a 
proposal to which no one has objected. 
Wired pay TV, they say, would avoid 
disruption to free TV broadcasting. It 
would also avoid the necessity to pay 
for the installation of scrambling and 
unscrambling devices. Incidentally, Jer- 
rold offers to demonstrate publicly how, 
“with ridiculous ease,” to break or cir- 
cumvent the scrambling codes em- 
ployed by all three promoters. Jerrold 
contends that the installation and 
servicing of decoding devices in home 
TV receivers would cause confusion 
and disruption in the TV repair service 
industry and a resulting monopoly of 
set installation and repairs in the hands 
of the pay TV patent holder. This un- 
desirable result would be avoided by 
the use of a wired system. 

Following the filing of statements 
pro and con in the rule-making pro- 
ceeding at the FCC in 1955, no de- 
cisive developments took place for 
nearly two years. In the interim, Con- 
gressman Celler introduced a bill, the 
effect of which would be to prohibit 
any use of the radio spectrum for pay 
TV. The chairman of the House Com- 
mittee on Interstate Commerce advised 
the FCC of his committee’s concern 
over the pay TV issue. The Senate 
Committee on Interstate and Foreign 
Commerce conducted hearings on 
broadcast pay TV, in which _pro- 
ponents and opponents went over the 


same ground covered in their pleadings 
before the FCC. 

Finally, in May and September, 
1957, the FCC issued two notices. The 
May release stated that the commission 
needed more information on the tech- 
nical processes involved and the re- 
sponses of viewers and invited the 
parties to submit answers to a series of 
questions concerning the specifications 
and conditions appropriate for further 
trial demonstrations. 

The responses revealed that neither 
the promoters nor the opponents of 
broadcast pay TV desired limited trial 
demonstrations. Zenith urged the com- 
mission to reject its petition rather 
than to “bog us down in further endless 
administrative hearings and_ proceed- 
ings.” Paramount’s Telemeter argued 
that no further trial was necessary but 
said that if the commission was going 
to authorize such a test, it should do 
so immediately. Skiatron asked for a 
test ranging from five to ten years in 
duration. Opponents asserted that any 
realistic test would involve a_ huge 
equipment investment by the public, 
and in the words of NBC, “. . . would 
tend to so entrench the system that it 
would not be possible to terminate it 
after experience had demonstrated the 
adverse public effects, which are evi- 
dent from analysis.” CBS expressed 
itself figuratively by stating that when 
one is confronted with an unmarked 
bottle, “there are measures short of 
drinking a little of the contents to de- 
termine whether it is a mouthwash or 
poison.” In a letter to the commission, 
Congressman Celler contended that 
“. . it is necessary to recognize that 
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experimentation on any meaningful 
scale will inevitably create interests and 
unleash pressures which, in comparable 
situations, the Commission has been 
unable to control. Such experimenta- 
tion must therefore be regarded as 
potential commitment to a course from 
which there may be no return.” 

Despite the general dislike of further 
experiments, in September the FCC 
announced that it had directed its staff 
to prepare an order authorizing TV 
broadcasters to conduct restricted pay 
TV tests over a three-year period.‘ It 
added that no licenses for such service 
would be granted before March, 1958. 
This notice was construed variously, 
(1) as a partial victory for pay TV 
promoters and a defeat for its oppo- 
nents and (2) as passing the problem 
to Congress, which by March may act 
one way or another. Immediately, Con- 
gressman Celler asked the House Inter- 
state Commerce Committee to start 
hearings on his bill. The chairman of 
that committee announced that shortly 
after Congress reconvenes in January 
he will start hearings. 


Wired TV 


It was noticed above that Jerrold 
Electronics, a company active in build- 
ing and operating community an- 
tenna systems,” has supported the prin- 


“In dissenting from the order, Commis- 
sioner Bartley is reported to have said ‘“‘that 
neither proponents nor opponents have en- 
dorsed [the] test as necessary or useful, that 
the record is inadequate to justify tests, that 
there’s no urgency for tests, since those who 
wish to go into fee TV now can use wire 
lines.” TV Digest, October 19, 1957, p. 7. 

°In communities with topographical fea- 
tures adverse to good TV reception, many 
hundreds of community antenna systems 


| 
ciple of pay TV but has opposed | 
its use on broadcast frequencies. In the 
summer of 1957 an experimental wired | 
pay TV plant was installed for the 
owner of the motion picture theaters 
in Bartlesville, Oklahoma, with the as- 
sistance of Jerrold Electronics. The ex- 
periment, christened Telemovies, links 
home receivers by cable to centrally 
located film projection equipment and — 
uses channels in home receivers not 
assigned to local TV stations. The plan 
makes motion pictures available for 12' 
hours daily, with 26 different films 
shown each month. The subscriber pays 
for the service, no scrambling or un- 
scrambling of the picture is involved, 
and no equipment need be added to 
the conventional TV receiver.® There 
is no blackout of the usual free TV 
programs on either the subscriber’s re- 
ceiver or the nonsubscriber’s. 

The rationale behind the Bartlesville 
experiment, in the words of the presi- 
dent of Video Independent Theatres, 
stems from the fact that attendance at 
the association’s 160 theaters has 


have been built to provide viewers with 
better-quality sponsored TV program recep- 
tion. They involve a common antenna lo- 
cated for the best possible reception condi- 
tions and a distribution system of coaxial 
cables through which the signal is led di- 
rectly to the TV receivers. Altogether they 
are said to serve more than 1,000,000 people. 
They are commercial operations, supported 
by installation and monthly fees. They have 
not been regulated by the FCC. 

* Initially, the experimental plan has been 
to charge on a monthly basis ($9.50) for 
unlimited use of the service which includes 
a planned third channel providing uninter- 
rupted background music. According to 
trade press reports, consideration is being 
given to shifting to a per-movie basis of 
charging, linked with central metering of 
use. 
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dropped more than one-third since 
1949 and the recognition that the pub- 


lic now centers its recreation in the 


home. Referring to the older public as 
the “lost generation,” he says, “now, 
we have the simple choice of bringing 


- our entertainment to them or closing 


shop. Also it’s become very clear that, 
either we manage or expand our mar- 


_ ket and our revenues, or else we can’t 


get quality pictures in quantity from 
the producers.”’ It is expected that 
theaters will continue to draw the 
patronage of younger people. The 
Bartlesville innovators conclude that 
marginal theaters may be doomed any- 
way and that telemovies will not be 
accountable for their demise. Because 
telemovies will attract a non-theater- 
going group, the net effect on theaters 
will be beneficial. They offer to report 
on their experience for the benefit of 
other theater operators and state that 
“, . there are no licenses or patents 
involved here, and there are any num- 
ber of suppliers in the field.’’* 

While telemovies had their first dem- 
onstration in the hands of motion 
picture exhibitors, a technically similar 
development has taken place since 
May, 1957. Municipal franchises for 
wired TV have been requested in Los 
Angeles and San Francisco (obtained 
in Los Angeles) by Skiatron and Tele- 
meter. Skiatron is reported to have 
options on televising the games of the 
Los Angeles Dodgers and the San 
Francisco Giants. As of mid-October, 
1957, 96 applications for wired TV 
(telemovies) had been filed in 66 cities. 
Most of these requests were made by 


™ Henry J. Griffing, Variety, September 11, 
1957. 
® Ibid. 


theater groups, not Skiatron and Tele- 
meter. Most of these plans will prob- 
ably imitate that of Bartlesville. Skia- 
tron, however, in connection with its 
wired TV franchises, holds forth the 
same promises of outstanding sporting 
events, grand opera, and the “first-run”’ 
motion pictures that it promises to 
provide via broadcast pay TV. The 
president of Paramount Pictures was 
quoted as telling his stockholders that 
the “. . . cable approach will be the 
most effective method for getting toll 
TV ‘off the ground’ quickly.”® 


Implications 


What are the differences between the 
implications of broadcast pay TV and 
wired pay TV? 

(i) The most obvious difference is 
that broadcast pay TV would use the 
radio spectrum whereas wired TV 
would not. The former would be 
licensed and regulated by the FCC, 
and the latter would be subject to 
municipal authority.” 


° Barney Balaban, Variety, June 5, 1957. 

* On September 12, the chairman of the 
FCC, in a speech widely publicized within 
the entertainment industry, said, “Histori- 
cally, few business enterprises which use 
public highways for a substantial portion of 
their plant investment and charge the public 
for a service have escaped regulation. .. . 
Anyone who envisions huge profits in wired 
TV had better look over his shoulder. That 
warm feeling of a golden glow may merely 
be the hot breath of regulation.” TV Digest, 
September 14, 1957, p. 4. (Italics supplied) 
In view of the commission’s conspicuous 
silence concerning the problem of rate reg- 
ulation for broadcast pay TV, this statement 
is open to several interpretations, especially 
when made by someone who voted for au- 
thorizing pay TV. One of these implications 
is that, whatever its intent, the effect might 
be to slow down the development of tele- 
movies. 
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(2) Broadcast pay TV programs 
would be mutually exclusive with si- 
multaneous free TV programs. To the 
extent that broadcast pay TV was used, 
it would black-out channels for free 
TV, and in single station communities 
would immediately eliminate free TV 
during the running of subscribed pro- 
grams. In sharp contrast, wired TV, 
using channels not assigned to broad- 
cast stations in home receivers, would 
not disrupt the reception of free pro- 
grams. Because cables can simultane- 
ously carry three or moré programs, 
wired TV offers not only one addi- 
tional service but a number. Wire lines 
also give technically superior pictures 
as compared with broadcast TV. More- 
over, not being limited by station 
schedules or FCC regulations, wired 
TV could provide service at all hours of 
the day; broadcast pay TV could not. 

To the extent that broadcast pay TV 
programs superseded those of free TV, 
they would interfere with station-net- 
work relationships. In communities 
with no more than three TV stations, 
the use of pay TV would render sta- 
tions unavailable to networks and na- 
tional advertiser sponsors, thus curtail- 
ing free IV “at tits “roots. Wiredt V 
would not disrupt : 
relations. 


station-network 


(3) Pay TV via the airwaves re- 
quires the use of a scrambled signal 
and of a decoder attached to the con- 
ventional TV receiver. Wired TV re- 
quires only the attachment of a wire to 
the antenna post of the receiving set. 
From this physical fact flow two im- 
portant consequences. 

(a) As noted above, broadcast pay 
TV creates a patent monopoly for the 
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approved system of encoding and de- | 
coding the broadcast program. The > 
promoters of broadcast pay TV con-_ 
template that their patent ownership — 
will enable them to control program 
policy and business practices of broad- 
cast pay TV. Per contra, wired TV 


involves no such patents and entry into 


the field is wide open, with numerous 
alternative equipment and program 
sources to draw upon. Wired TV im- 
plies a competitive industry, broadcast 


pay TV a tightly monopolistic industry. | | 


(b) 


create substantial problems in regard 


to TV set installation and service. The | 
decoding unit is highly complex. It — 
may have as many as 19 tubes and — 


requires attachment to the circuitry at 
a number of places. It would require 
installation service costing from $15 
to $50. One of the pay TV promoters 


Broadcast pay TV would > 


contemplates selling the decoders to | 


the public (at perhaps $100) ; two ap- 
parently intend merely to lease the de- 
coders. All three would require that 
only their servicemen make decoder 
adjustments or repairs. Leaving aside 
the thorny problem of who owns a 
TV receiver when it physically incor- 
porates a leased component, it is obvi- 
ous that serious practical problems 
would present themselves to a house- 
holder whose T’V set failed to function. 
Should he call the pay TV serviceman 
or the ordinary serviceman or both? To 
which repairshop would the set go for 
repairs? Who is responsible for con- 
tinued malfunctioning? Serious disrup- 
tion of the TV service industry would 
be a probable result—an industry 
which in 1957 has an estimated gross 
volume of $2.5 billion and employs 
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133,000 servicemen." It is distinctly 
possible that broadcast pay TV opera- 
tions would tend toward acquiring a 


-monopoly over the service trade as 
well. This was foreseen in September, 
1957, when the national receiver ser- 
_vicemen’s organization took a firm 
stand against broadcast pay TV.’? Be- 
cause wired TV requires no decoding 


equipment, no service problem is 


created. 


(4) Both broadcast pay TV and 
wired TV would compete with spon- 
sored TV for audiences as well as 


talent. Because of the mutually exclu- 


sive character of free and broadcast 


pay TV, competition for audiences and 


talent and the siphoning process would 
be intensified by the disrupting effects 
on free broadcast operation of non- 
availability of station time. With wired 
TV, the competition would lack those 
accelerating factors. 

(5) Amidst a welter of conflicting 
estimates of capital requirements, it is 
difficult to know whether broadcast pay 
TV or wired TV would cost more to 
install. Cables are clearly more costly 
than the use of the radio waves, but 
how much more is not plain. However, 
the decoding units required for broad- 
cast pay TV would cost approximately 
$100 per set, whereas the wired TV 
systems do not involve any such invest- 


4 Frank W. Mansfield, Market Research 
Director, Sylvania Electric Company, TV 
Digest, September 28, 1957, p. 9. 

B«NATESA, national receiver 
men’s organization, called on FCC not to 
okay toll tests, stating subscription TV 
would be [a] ‘mortal’ blow to servicemen 
because pay-TV operators would want ex- 
clusive rights to service sets.” TV Digest, 
September 28, 1957, p. 5. 


service- 
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ment. To the extent that broadcast pay 
TV promoters succeed in selling de- 
coding units to the public, the public 
will bear the brunt of the major part of 
the investment, and even for the 
“trials” this would cost hundreds of 
millions of dollars. Although informa- 
tion on investment is hard to come by, 
it is impossible to treat seriously data 
on operating costs. Such costs will ob- 
viously be affected by the character of 
the programming offered and the terms 
on which it may be purchased by pay 
TV or wired TV operators. So far as 
technical costs are concerned, it ap- 
pears that the operating costs for cable 
would be offset to some degree by the 
absence of costs for service and repair 
on the decoding units. 


Considerations Common to Free TV, 
Broadcast Pay TV, and Wired TV 


(1) Will advertising be present on 
broadcast pay TV or wired TV? In 
presentations to the FCC in 1955, two 
of the three promoters of pay TV made 
equivocal statements which might be 
construed to mean that advertising 
would not appear on their programs; 
the third promoter (Telemeter) dodged 
the issue. Advertising agencies'* and 
some magazines** have suggested that 


#8 “William Lewis, prexy of Kenyon Eck- 
hardt, told the Broadcasters Executive Club 
[of Boston]... that he saw the possibility of 
running toll television in tandem with com- 
mercially sponsored programs. He was sur- 
prised that the recommendation had never 
been made before. “There is no reason why 
tv, like the print media, should not receive 
income both from commercial interests and 
the general public which the producers are 
serving,’ the agency exec opined.” Variety, 
October 2, 1957. 

“Pay proponents say that there will be 
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the public should expect that pay TV 
would ultimately carry advertising. 
There appears no good reason to 
doubt that wired TV would do like- 
wise. If, as seems probable, broadcast 
pay TV programming is substantially 
like the fare now presented by free TV, 
the end result will be that the public 
will be asked to pay for what it now 
gets at no direct cost and in addition 
will receive advertising. In that event, 
the intellectuals support of 
broadcast pay TV has been gained by 
hints that it would be less dominated 
by commercial interests than is free 
TV will be sadly disappointed. 

(2) What difference will there be 
between the programming of broadcast 
pay TV, wired TV, and the present 
free TV? The prototype telemovie ex- 
periment indicates that this particular 
service would offer only theatrical 
films. In general terms, any form of 
TV will program for the largest pos- 
sible audience. It is perfectly true that 
in absolute terms it would be profitable 
for a broadcast or a wired TV operator 
to offer a program of “high culture” 
(be it grand opera, a chamber music 
concert, or a course in Sanskrit). Sim- 
ilarly, the Radio City Music HAll could 
at any time show the type of fare avail- 
able in the film series at the Museum 
of Modern Art. What is important in 
this regard is that not absolute but 
relative profitability determines the 
choice of content in the mass media 
in a context of cultural industry. If a 
larger profit can be made by providing 


whose 


no advertising. But once the systems gain 
wide acceptance, what is to prevent a fran- 
chise holder from selling commercial time?” 
Life, October 14, 1957, p. 70. 


Ma and Pa Kettle, as opposed to a. 
high culture program, the former will! 
prevail. . 

Despite the degradation of the qual-- 
ity of the picture which results from: 
compressing it to fit the 21-inch screen, , 
first-run theatrical films are now of-) 
fered on telemovies and could prob-: 
ably be shown on either broadcast or’ 
wired TV. They are not now offered. 
on free TV. The advent of pay TV,, 
however, either wired or broadcast, 
would mean that the public would | 
have to pay to see broadcasts of all’ 
major sporting events as part of the: 
price of receiving the occasional cham-_ 
pionship heavyweight fight not avail- 
able on free TV (and to protect the 
market, radio would also be denied 
such events). | 

An important part of the obligation | 
of free TV is to provide adequate 
news, controversial issues, and other’ 
“public service” programs. The cost of 
such programming is considerable and 
is to be justified in terms of its social 
importance rather than by the size of 
its audience. The addition of the mar- 
ketability test which accompanies the) 
idea of pay TV would tend to reduce 
the quantity and quality of such pro- 
grams— which many people would 
even now regard as inadequate. Putting 
a price tag on “See It Now” is as incon- 
sistent with its purpose as the attempt. 
to homogenize the program would be. 
There remains for consideration the 
output of educational programming on 
TV stations. Formal training in courses 
for credit may indeed be possible by 
pay TV; but this is now taking place 
over free TV, and there is serious ob- 
jection to placing a price tag on edu- 
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cational broadcasting when those who 


stand to benefit most from it may well 
be those with the least ability to pay 
and with the least awareness of benefit 


Q 


from it. 


(3) How will the availability of serv- 


“ice compare as between free TV, 


broadcast pay TV, and wired TV? It 


would seem axiomatic that any form 
of pay TV would seek the most lucra- 


tive markets and that rural and farm 


families and those in small cities and 


towns would generally not have pay 
TV service available. By contrast, free 
TV seeks a maximum-sized market. 
If the broadcast pay TV promoters in 


fact initiate their service on a “trial” 


basis in 20 large communities with four 
or more T'V stations, it is probable that 
these markets would constitute the 
principal pay TV areas for a long time 
to come. Meanwhile the adverse effects 
of pay TV on free TV would be ex- 
perienced by free TV viewers every- 
where. 

(4) How much can the public afford 
to spend for broadcast or wired pay 
TV as compared with current expendi- 
tures for free TV and motion pictures? 
The largest part of the TV-set-owning 
public receive annual incomes between 
$3,000 and $5,000. Life’s consumer ex- 
penditure study of 1956 indicates aver- 
age household expenditures for recrea- 
tion and recreation equipment of $233 
for households with incomes from $4,- 
000 to $4,999, and $192 for households 
with incomes from $3,000 to $3,999. 
Broadcast pay T'V is expected to use a 
per-attraction basis of charges. It is 
obvious that middle-class families 
would not pay for as many hours of 
pay TV as they now use of sponsored 
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TV. But with the well-known proclivity 
of middle-class Americans to watch 
their TV sets, it would be surprising if 
they did not spend considerably more 
on pay TV than formerly was spent 
on both TV set maintenance and de- 
preciation, and motion picture attend- 
ance. Most of the five hours average 
viewing time occurs in the late after- 
noon and evening when pay TV would 
have its greatest appeal. If as little as 
25 cents an hour were paid for only 
half of the present average TV viewing 
time, the annual cost to the viewer 
would be $228, and such an estimate 
would not seem to be inflated. Pay 
TV would set in motion powerful 
forces which would enlarge recreation 
expenditures at the expense of other 
categories, though one cannot predict 
how tar the diversion would affect such 
items as medical care, clothing, food, 
and personal care. 

(5) What is the attitude of the view- 
ing public toward systems of pay TV? 
Apart from representations by inter- 
ested pressure groups, pro and con, 
the public’s attitudes have been indi- 
cated by a number of “polls.” Those 
conducted by the promoters of broad- 
cast pay TV typically asked respond- 
ents if they would be willing to pay 
(usually a stated amount) to see a 
championship heavyweight fight or 
first-run films on TV. Affirmative an- 
swers usually were in the majority. 
Apart from the fact that many of these 
polls were casual affairs where biases 
and sampling errors were not con- 
trolled, all of them had a bias of un- 
realistic assumptions. The most obvious 
of these assumptions was that the pub- 
lic could have pay TV in addition to 
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already existing free programs. Per 


contra, one study by Elmo Roper 
(where bias and sampling errors were 
controlled) made for Columbia Broad- 
casting System in Columbus, Ohio, ex- 
posed these fallacies by means of pre- 
senting successive layers of assumptions 
to the respondents. The first layer was 
a very general and favorable short de- 
scription of what pay TV would bring 
to the viewer, with no warning that it 
would deprive him of anything. The 
response showed that 27 percent fa- 
vored pay TV. The respondent was 
then shown a sample of a week’s 
schedule of what pay TV might pre- 
sent on one Columbus station ‘(includ- 
ing “Pajama Game” at $1.25) as well 
as the free programs on two other 
stations. Then 22 percent favored pay 
TV. Only 9 percent favored pay TV 
when told that it might mean pay TV 
on all three Columbus stations every 
evening. On being informed that pay 
TV might also mean very small pay- 
ments (10 or 15 cents) for all “good” 
morning, afternoon, and evening pro- 
grams, 7 percent favored it. The only 
fair conclusion on the question of pub- 
lic attitudes is that no general informa- 
tion is available but that there is a fair 
presumption that the public, apprised 
of the implications of broadcast pay 
TV, would not favor it. No studies are 
available of public attitudes toward 
telemovies in Bartlesville or toward 
wired TV. 


What of the Future? 


It is obviously impossible to predict 
precisely the future of broadcast pay 
TV. It is feasible, however, to outline 
the factors most relevant to the deci- 
sion. Some of the factors favorable to 


the advocates of broadcast pay TV are 
these: | 
(1) The incentive which prompts 
promoters and attracts support for 
them: the possibility of a huge an 
very lucrative monopoly of TV pro 
gram distribution and set servicing. 
(2) The skills and resources of th 
promoters in steering it through gov 
ernmental bodies and in appealing t 
pressure groups for support. The naked 
self-interest of the promoters seems t 
handicap them amazingly little. In part 
their prestige is a tribute to the astute 
public relations program they have 
pursued for the past ten years. In part 
it is due to their being in a positio 
to act decisively and independently o 
other major segments of cultural in- 
dustry. A third explanation of the lac 
of criticism of the promoters of pay TV; 
is that in an era of conformity to group: 
thinking there is a readiness to admi 
their aggressive individualism which is 
in the tradition of the “robber barons” 
like Vanderbilt and C. P. Huntington, 


(3) The lack of morale and disunity 
among motion picture theater oper- 
ators whose ranks have been thinne 
by the competition of sponsored TV, 
and other causes. | 


(4) The prevalence of a passive if 
not cynical attitude toward the erosio 
of the public interest elements in th 
administration of the Communication 
Act of 1934. Louis L. Jaffe’s call for an 
FCC consisting of a “well-informed: 
imaginative, disinterested bureaucracy 
operating in a judicial spirit” is timely 
and well-deserved.** But, as Jaffe rec: 


* Louis L. Jaffe, “The Scandal in TV 
Licensing,” Harper’s, September, 1957, pp: 
77-84. 
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_ ognizes, to accomplish this reform will 
_ require a reawakened sense of public 
morality in the conduct of public busi- 
ness. Symptomatic of the problem and 
of a healthy approach toward it was 
the recent demand by Congressman 
Celler that one member of the FCC 
_ disqualify himself from voting on pay 
; TV.26 
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3 
4 (5) The propensity of intellectuals 
to condemn indiscriminately free TV 
_ programs as “vulgar” without, in many 
cases, bothering to watch them enough 

to know what they are like; and the 
_ linked propensity to accept naively as 
an escape from “commercialism”? the 
_ vaguest promises of “culture” made by 
the pay TV promoters. The “eggheads” 


have been easy to seduce. 


The obvious factors which are favor- 
able to opponents of broadcast pay TV 

include: 

(1) The political appeal in the old 
populist tradition of opposition to big 
business monopoly as represented by 

-the patent, program, and service mo- 
_nopoly characteristics of broadcast pay 
TV. While only a handful of senators 
and congressmen have spoken out on 
this issue, it is probable that more will 
recognize the popular appeal of pro- 
tecting the inarticulate white-collar and 
wage-earning population from being 
forced to pay for essentially what they 


“Chairman Celler (D-N.Y.) of [the] 
House Judiciary anti-trust subcommittee de- 
‘\manded that FCC Comr. Lee disqualify 
himself from pay-TV deliberations. Lee, said 
Celler, had ‘practically expressed approval 
for pay-TV’ in [an] article written for Look. 
Lee had no comment.” Television Digest, 
October 12, 1957, p. 4. Commissioner Lee 
voted affirmatively on the commission order 
authorizing three-year trials. 


PAY TV 65 


now receive free.” There is the related 
issue of protecting farmers and the 
small-town population in the continued 
availability of free TV programs be- 
cause they would tend to be excluded 
from pay TV markets. 


(2) The fact that wired TV can 
provide an additional service without 
disrupting free TV. There is a long- 
standing policy in the allocation of the 
radio spectrum in the United States 
that the airwaves must be reserved for 
services which cannot be accommo- 
dated on wire lines. As a_ practical 
matter, moreover, it seems evident that 
to the extent that wired TV is demon- 
strably capable of providing acceptable 
service, the justification for pre-empting 
broadcast station time disappears. 


(3) The political strength of the ex- 
isting ITV networks, the TV broadcast 
stations and their trade association, and 
the motion picture exhibitors. This 
strength should not be overestimated. 
The TV networks are currently under 
congressional fire for acting oligopolis- 
tically. Together with the stations, they 
face potential competition for audi- 
ences from wired TV and at some point 
in their struggle against pay TV may 
have to decide whether to protect their 
stake in broadcasting by joining forces 
with the broadcast pay TV promoters. 


“The fact that in some theoretical sense 
consumers pay for the advertising support of 
free TV need not confuse us here. By similar 
logic it may be shown that consumers ulti- 
mately pay through taxes for government 
services which are available to them for no 
direct charge. The point is that the elimina- 
tion of advertising support of TV can hardly 
be expected to reduce the cost of living and 
that no out-of-pocket payment is required of 
a viewer of normal TV for the use of the 
service. 
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Motion picture operators of conven- 
tional theaters face two unpalatable 
alternatives: endure the attrition of 
additional competition from broadcast 
pay TV in their existing theaters, or 


shift their investments to telemovies. 


(4) An imponderable factor is the 
increase in strength of free TV. Its 
resources — both in terms of quality 
of program materials and of revenues 
—have increased steadily even since 
the FCC proceeding began in 1955. 
Moreover, the vested interest of TV 
viewers in terms of receiver investment 
and habituation to free TV has been 
strengthened by the addition of seven 
million TV homes since 1955. This fac- 
tor will have weight only to the extent 
that it is articulated effectively by the 


organized opponents and the interested 
and aware public. 


(5) With indications of economic re- 
cession appearing, the fact that free 
TV is relatively ‘“depression-proof” as 
compared with pay TV in any form 
militates against the latter. With the 
onset of declining disposable income, 
one might expect that entertainment 
with a price tag would be rejected to 
some degree; there is no such fate 
awaiting free TV. Indeed, to the ex- 
tent that advertisers follow audiences 
from one advertising medium to 
another, the revenues as well as audi- 
ences of free I'V may be expected to 
hold their own, if not actually increase, 
in the face of recession. This was the 
experience with radio during the de- 
pression of the thirties. 


New Locks on the State Till* 
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_ THE ILLINOIS state administration and 
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General Assembly assuming office in 
January, 1957, were presented with a 


- great challenge and an exceptional op- 


portunity for improvement in the state’s 
fiscal organization. They took substan- 
tial and constructive advantage thereof, 
although they also left some unfinished 


_ business meriting future consideration. 


" 


These conditions were due in part to 
long-delayed need for revisions of prac- 
tices largely established by the Consti- 


-tution of 1870 and not materially 


changed since the Code reorganization 
of 1918. They were pinpointed by the 
debacle in the State Auditor’s office in 
1956 which revealed the many open 
doors for mismanagement existing in 
the organization and procedures then 


in effect. 


The office of Auditor of Public Ac- 
counts of Illinois is established by the 


state constitution as an all-state office 


and its incumbent under present pro- 
visions is elected by the people of the 
entire state. It is a post of high fidu- 


ciary public trust and responsibility. 


* An address delivered at the annual 
meeting of the Illinois State Chamber of 
Commerce, Chicago, October 18, 1957. 


In spite of these facts, Orville E. 
Hodge, during the first three and one- 
half years of his term as Auditor, which 
began on January 12, 1953, fraudu- 
lently disbursed for personal ends funds 
exceeding $1,000,000 which had been 
appropriated for the operation of his 
office. He disbursed appropriations for 
purposes other than those for which 
they were made, channelled disburse- 
ments from the appropriations into pri- 
vate purposes and for payments where 
no benefits were secured by the state, 
and misused unclaimed deposits of 
closed banks held by him in trust. 

Upon the resignation of Mr. Hodge 
on July 16, 1956, Governor William G. 
Stratton appointed me to the unexpired 
term that ended January 14, 1957, and 
I assumed office on July 18. 

Obviously it was no easy situation. 
Not only did a great cloud of distrust 
hang over the office. Business was at a 
standstill, records were missing, reports 
were past due, and much of the money 
needed to run the office for the re- 
mainder of the biennium had _ been 
spent or fraudulently drained off. We 
had to act promptly and forcefully to 
get things back in running order, so 
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that the office could begin to fulfill its 
responsibility to the state government 
and to the people. 

Many changes and improvements 
were made by me and my successor 
within the framework of the existing 
constitution and statutes. The things 
that could be done promptly covered 
more or less detailed situations of ineffi- 
cient management — perhaps contrib- 
uting to the fraudulent activities which 
took place, but not wholly responsible 
for them. Other, more deeply seated 
conditions were even more significant. 

Also, while the current troubles cen- 
tered in the Auditor’s office, there were 
weaknesses in the state fiscal organiza- 
tion as _a whole which were broader 
and more fundamental and which 
needed consideration in connection 
with any contemplated reorganization. 
The Auditor’s office is only one of sev- 
eral central offices dealing with finance. 
There was need for a comprehensive 
review and revision to bring up to date 
procedures and laws which run back 
three quarters of a century. 

A critical review of the problem was 
consequently made at the request of 
Governor Stratton and under the di- 
rection of the Budgetary Cornmission 
by Albert E. Jenner, Jr., and the au- 
thor, and our associates. Our report 
was presented to the commission and 
transmitted by it to the Governor last 
December, and to the General Assem- 
bly when it convened in January. 

Of sixteen recommendations, four- 
teen were the subject of bills or resolu- 
tions. Of those considered, ten were 
enacted substantially as recommended, 
four of them having been recom- 
mended also by Governor Stratton. Al- 


though several important proposals 
were not accepted, the actions taken 
included those most needed to close the 
loopholes which made it easy for the 
former Auditor to carry out his fraudu- 
lent operations. 


Basic Deficiencies 


The open doors in the state’s fiscal 
procedure calling for tighter and better 
methods and organization were as 
follows: 


(1) Inadequate Budget Procedure. 


(a) The classification followed in se- 
curing budget requests, being largely of 
the “object” type, was not such as to 
provide adequate information as to the 
real purposes for which money was to 
be used. 

(b) The check on requests by the Fi- 
nance Department was not sufficiently 
intensive to determine validity of re- 
quests. 


{ 


(c) The examination and review of 
requests by the Budgetary Commission 
were inadequate because of the lack of 
technical staff. 

(d) There was little follow-up on de- 
partmental spending by the Budgetary 
Commission. 

(e) The commission was too small to 
adequately represent the legislature. 

(f) The commission serves the ad- 
ministration more than it does the Gen- 
eral Assembly which it is intended to 
advise. 

(g) The appropriations committees 
of the General Assembly were inade- 
quately informed as to the manner in 
which funds had been expended and as 
to the needs for the succeeding period. 


These conditions led among other 
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_ things to excessive appropriations to 
the previous Auditor and facilitated 
_ their improper use. 


(2) Lack of Required Procurement 
Standards. 

Standards were not provided by law 
to which all Illinois offices and agencies 
were bound, to cover purchases and 


_ contracts. While provision existed for 


competitive bidding for departments 
and agencies under the Governor, these 
requirements were not extended to 
elective offices and various other inde- 
pendent agencies. 

Not being subject to any such restric- 
tions, the previous Auditor did exten- 
sive remodeling and made extensive 
purchases without competitive bids. 
This made it possible to manipulate ac- 
counts and to issue bogus checks for 
work not performed, as well as to make 
payments in excess of the value of serv- 
ices or materials received. 


(3) Absence of Financial Control of 
State Auditors Office. 

The Auditor’s office was the only 
state office or agency in Illinois not 
subject to any outside preaudit or in- 
ternal check on its operations. Since it 
is by Constitution the preauditing 
agency for all state expenditures, and 
since its operations were not subject to 
review by the Department of Finance, 
as was required for departments under 
the Governor, there was no independ- 
ent review of the expenditures, records, 
or procedures of this office prior to dis- 
bursement of funds. 

For the state as a whole there was a 
lack of proper combination of respon- 
sibility and authority to spending agen- 
cies for financial management and 
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accountability including adequate pre- 
audit. There was undue reliance on 
central preaudits and accounts which 
weakens the sense of responsibility on 
the part of spending agencies. There 
was no comprehensive or coordinated 
system of financial reporting. 


(4) Lack of Independent Postaudit of 
Auditor’s Office. 

The legislature had provided for a 
postaudit of every other office and 
agency by the Auditor, but made no 
such provision for the Auditor’s own 
operations of over $7 million for a 
biennium. Thus, the Auditor was sub- 
ject to no independent check on his 
expenditures, either before or after they 
occurred. 

Making the Auditor responsible for 
postaudits as well as preaudits also 
meant an erroneous combination of 
functions in the same office contrary to 
principles of organization and of audit- 
ing, and to practice in Federal, state, 
and municipal governments generally, 
and in private business. 


(5) Placing of Financial Institution Ex- 
aminations under State Fiscal Officer. 

The Auditor was made responsible 
by sundry laws for the examination of 
state banks and a wide range of other 
financial institutions serving the public, 
approximately 5,500 in number. This 
is a responsibility of major size and 
public importance. Combining it with 
the state’s own fiscal operations meant 
placing under one officer two types of 
activities calling for different profes- 
sional qualifications and experience. It 
meant the dilution of the attention re- 
quired for each of these important op- 
erations and gave the previous Auditor 
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access to funds he was able to manipu- 
late for personal ends. Such a setup is 
contrary to the plan of organization in 
all but five other states. Other than 
these, a separate officer, in most cases 
appointed by the Governor, supervises 
examination of financial institutions. 

The means of correcting all of these 
deficiencies were provided by legisla- 
tion enacted by the last General As- 
sembly. 


Legislative Actions 

(1) Senate Bill 624 reorganizes and 
redefines the duties of the Budgetary 
Commission. Its size is increased, and 
it is given authority to have a technical 
staff, to make comprehensive budget 
studies, and to report independently to 
the General Assembly. 

Unfortunately, the Governor found 
it necessary to veto the added appropri- 
ations necessary to fully implement 
these provisions during the current bi- 
ennium. Full realization of these ob- 
jectives, therefore, is deferred but can 
be corrected the following biennium. 


(2) House Bills 88 and 89 establish 
the principle of competitive bidding 
and provide for procurement and con- 
tracting practices based on this prin- 
ciple by all state offices and agencies 
and all funds, under general supervi- 
sion of a Division of Administrative 
Services in the Department of Finance. 
No longer may an elected official incur 
obligations without competitive bids 
and properly drawn contracts. In addi- 
tion, publication of invitation to bid 
and public opening of bids~are re- 
quired, except for purchases under 
$1,500 and for special items. All work 
of remodeling or construction in excess 


of $2,500 must be certified by a li- 
censed architect or engineer, and ven-| 


| 
| 
f 
| 
| 
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dors must make sworn certification of 
delivery in accordance with contract, 
while responsible officers must certify 
delivery in accordance with contract 
and adequate inspection. 

(3) House Bill 602 extends financial 
control to all state offices and agencies, 
based on the principle of departmental 
responsibility coupled with complete 
accountability and continuous overview 
by the Department of Finance. The Di+ 
vision of Accounting in that depart- 
ment is to prescribe standards of finan- 
cial management, carry out spot checks 
and procedural audits of all depart- 
ments, and require regular financial 
reports from all offices and agencies. 
Departments are made primarily re- 
sponsible for comprehensive preaudit, 
financial records, and reports, without 
unnecessary duplication in central of- 
fices. (This bill does not do away with 
voucher examination and warrant Is- 
suance functions placed on the Auditor 
of Public Accounts by the constitution. 
These can only be changed by consti- 
tutional amendment. See later discus- 
sion. ) 

(4) Provision is made for independ- 
ent postaudits of all financial opera- 
tions as follows: 

(a) Senate Bill 61 creates an inde- 
pendent Department of Audit headed 
by an Auditor General for postaudits 
of all Illinois state officers and agencies 
expending state funds. The Auditor 
General must be a certified public ac- 
countant with adequate experience, and 
is appointed by the Governor with the 
consent of the Senate for a six-yea1 
term. He submits his reports to the 
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Governor, the Budgetary Commission, 
and the newly created Legislative Audit 
Commission, with summary reports to 
the General Assembly. Both the Gov- 
ernor and the Audit Commission may 
call on him for special studies or in- 
vestigations. A board of professional 


_ accountants advises him on policies and 


procedures. Related bills transfer to the 


_ Auditor General all postaudit functions 


2 
: 


previously vested in the Auditor of 
Public Accounts. 
(b) Senate Bill 138 sets up a joint 


_ Legislative Audit Commission to re- 
_ ceive reports of the Auditor General, 


take any needed action thereon, deter- 
mine policies, and make special studies 
or investigations. It will have its own 
staff. It must also provide for a regular 
audit of the Auditor General. 

These bills provide a proper separa- 
tion of functions which should be inde- 
pendent of each other, establish suitable 
professional standards for postaudits, 
recognize both executive and legislative 


responsibilities while serving the needs 


_ of both, and make the Auditor of Pub- 


lic Accounts subject to postaudit the 


same as every other office and agency. 


(5) A series of bills, headed by 
House Bill 367, sets up a new Depart- 
ment of Financial Institutions headed 
by a Director appointed by the Gov- 


~ernor. Companion bills extend his re- 


sponsibility to banks, trust companies, 
building and loan associations, credit 
unions, currency exchanges, cemetery 
associations, and title companies now 
under the Auditor of Public Accounts, 
and transfer small loan companies from 
the Department of Insurance to this 
new department. Deputy heads of suit- 


able experience are provided for each 
activity. 

This legislation is effective July 1, 
1958, as to all industries but banking. 
Transfer of the latter is effective only 
when and if approved by the voters in 
a referendum in the November, 1958, 
election since it involves a change in 
the banking law. It is of the greatest 
importance that this change be ap- 
proved. Otherwise there would be two 
offices dealing with examinations of fi- 
nancial institutions of different kinds, 
which would be highly undesirable. 

(6) Other legislation (a) provides 
for an increase in the bond of the Au- 
ditor of Public Accounts from $50,000 
to $500,000; (b) transfers miscella- 
neous nonfinancial records from the 
Auditor to the Secretary of State; 
(c) provides for the right of public 
inspection of all state records at all 
times under proper circumstances; and 
(d) prohibits any member of the Gen- 
eral Assembly or any state officer or 
employee or their immediate family, 
with certain exceptions, from having 
any interest in any contract payable 
from appropriated state funds, or to 
receive more than a minor share of in- 
come of any concern having such a 
contract. 


Changes Recommended but 
Not Approved 
(1) Placing elective offices under the 
State Personnel Code. 

A condition which had a bearing on 
what happened in the Illinois Auditor’s 
office was the absence of any required 
merit or tenure system in elective of- 
fices. In the Auditor’s office, this meant 


ia 


that in most instances employees were 
selected entirely through a patronage 
system, that unnecessary personnel 
were employed (a number of whom did 
nothing for their pay), and that em- 
ployees served at the pleasure of the 
officer employing them. This resulted 
in lowered morale and efficiency and in 
inability to resist orders to do things 
wrongfully or even illegally; it may 
have helped seal the lips of any who 
realized that there was irregularity in 
what was going on. 

Unfortunately, the General Assembly 
did not give serious consideration to 
the recommendation that this situation 
be corrected, or to House Bill 639 
which would have put all elective of- 
fices under the Personnel Code. In fact, 
action was in the other direction, since 
by House Bill 1024 several thousand 
positions were removed from the op- 
eration of the Code and thus opened to 
political appointment. 

(2) Simplification of Disbursing. 

The Reorganization Report stated 
that there is “unnecessary duplication 
in disbursing procedure between the 
Auditor and the Treasurer, without 
making either office a true check on 
the other.” “Experience indicates that 
this duplication does not prevent 
fraud,” and that “central preaudit, be- 
cause of tremendous volume, becomes 
little more than a perfunctory clerical 
check: 

Since the preparation of warrants by 
the Auditor is practically his sole re- 
maining function, it was recommended 
that the office be done away with, and 
the disbursing function centralized in 
the Treasurer. Because the functions 
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of the latter are primarily ministerial, | 
and no significant purpose is served by 
making it elective, it was further pro- | 
posed that the office be made ap- 
pointive. 

These recommendations 
dorsed by Governor Stratton, and the 
elimination of the elected Auditor by 


were €ns 


the present incumbent, Elbert 8. Smith. © 


However, the General Assembly did_ 


not approve them for reference to ref-_ 
erendum. The Auditor of Public Ac- | 
counts thus continues as an elected 
officer with duties reduced to those re-_ 


lating to disbursing, accounting, and 


auditing — duties largely duplicating — 


those of other officers. 


At the same. 


time, the General Assembly substan- 


tially increased the salary of the office, 


effective with the next incumbent. It is 


also important to note that, in contrast 
to the new post of Auditor General, no 
provision is made by law that a can- 
didate or incumbent have any experi- 
ence in or knowledge of such matters. 
(3) Municipal Audit Supervision. 

Another more minor item is repre- 
sented by the refusal of the House to 
approve the transfer of the administra- 
tion of the Municipal Audit Law from 
the Auditor of Public Accounts to the 
Auditor General, as recommended by 
the Governor and concurred in by the 
Senate. 

This program relates primarily to 
postaudits of municipalities. While its 
administration is not unsatisfactory at 
present, it is an activity that should be 
placed under a nonpolitical officer pro- 
fessionally qualified as the Auditor 
General must be. 

These and possibly other problems of 
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refinement in laws passed are items 


™ SS SF 


which should have future legislative 
consideration. 


Summary 


It is obvious from this review that 


there has been enacted in Illinois a 


- substantial amount of legislation basic 


to improved fiscal control and that a 
stronger framework has been estab- 


lished for the financial administration 


of the state, even though there is left 
important unfinished business needing 
further attention. 
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While this is noteworthy and gratify- 
ing, the real results and potential bene- 
fits will only be realized through com- 
petent appointments to the offices and 
commissions and through wise admin- 
istration of the laws enacted. Although 
some important matters are still pend- 
ing, the steps thus far taken are mostly 
in the right direction. Believing in the 
sincere intent of the administration and 
the General Assembly, the writer has 
strong optimism for the ultimate re- 
sults. 


Books Reviewed 


The American Economy. By Alvin H. 
Hansen (New York: McGraw-Hill 
Book Company, 1957, pp. xv, 199. 
$5.00) 

This latest book by Professor Hansen 
consists largely of lectures he delivered 
for the Charles R. Walgreen Founda- 
tion at the University of Chicago. 
Those lectures seem to have been as- 
sembled in book form primarily for 
practical men of affairs. The technical 
reader will not find anything novel or 
startling in this book, but he will be 
impressed more than ever with the 
author’s broad vision and deep hu- 
manity. Professional economists would, 
I think, find the concluding chapter 
most interesting and refreshing — the 
chapter entitled “Keynesian Thinking 
and the Problems of Our Time.” 

This book is essentially Hansen’s way 
of explaining what has happened to 
his famous “stagnation thesis.” The 
central theme of the book seems to be 
that the American economy has be- 
come and will probably continue to be 
a persistently buoyant one, not in spite 
but because of the “stagnation thesis.” 
In other words, the postwar stability 
and growth of the American economy, 
he seems to be telling his critics, are 
prima facie evidence of the extent to 
which his warning against the danger 


of stagnation and his pleading for the 


adoption of stabilization policies have 


succeeded. The interwar period wit- 
nessed ‘“‘a transition from an individ- 
ualistic economy to a mixed public-— 


private economy with emphasis on 
social welfare” — a transition in which 


Hansen himself played an important 
role but for which Hansen gives Keynes 
most of the credit. This structural shift 


to “a mixed public-private economy 


with emphasis on social welfare” is, in 


Hansen’s view, the secret of America’s 
postwar prosperity as well as the alter- 
native to myopic self-defeating depend- 
ence on “vast military expenditures” 
for “continuous full employment.” 


Specifically, Hansen attributes Amer-_ 


ica’s new confidence in her economic 


future to three major structural 


changes: (1) the exercise by the gov- 


ernment, as a permanent part of public 
policy, of fiscal and monetary responsi- 
bilities for both short-run stability and 
long-run growth; (2) the 1946 Em- 


ployment Act which Hansen hails as “a 


great Magna Carta of government 
planning for full employment,’ and 
which has given rise to such useful 
agencies as the President’s Council of 
Economic Advisers and the Congres- 
sional Joint Economic Committee; and 
(3) the emergence of the democratic 
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ee “igi , 
‘welfare state” providing, on an in- 
creasing scale, such “built-in stabilizers” 


ments, farm-support programs, public 
housing, and public education. These 
structural changes characterize “the 
American economic revolution,” ac- 
cording to Hansen — a revolution born 
of “a laboratory experiment in which 
the flow of events has tested on a 
broad front the Keynesian diagnosis 
and the Keynesian policies.” 

With respect to the prospects of 
stable growth without price instability, 


_ Hansen reassures us that America’s 


- great productive capacity, high saving, 


and flexible fiscal-monetary policy are 
_ “powerful safeguards against peacetime 


inflation.” Accordingly, he warns 
against “the danger of making a fetish 
of rigid price stability” as obstructing 
“optimum growth and expansion.” In 
this regard, two things deserve special 
attention, to wit, Hansen’s attitude to- 
ward interest-rate policy and his notion 
of “optimum growth.” 

Hansen considers it “out of date” to 
rely on “interest-rate policy as a means 
of stabilizing commodity prices” in this 
day and age of “finance capitalism” 
based on the stability of capital values 
and hence impliedly on the stability of 
the interest rate as the discount factor. 
Presumably, marked fluctuations in the 
market value of securities and other 
financial claims, such as would accom- 
pany large changes in the interest rate, 
might precipitate the recurrence of the 
1929 stock-exchange crash. But such a 
presumption may be unwarranted, for 
at least two reasons. The existence of 
a large and growing public debt sets 
a definite limit to an upward change in 


the interest rate, thus providing a floor 
below which capital values may not 
fall. In addition, the destabilizing ef- 
fect of stock-market fluctuations is 
likely in the future to be more than 
offset by the stabilizing effect of inter- 
est-inelastic real investment in fixed 
capital (e.g., public housing and other 
government-sponsored projects of a 
capacity-creating nature). Hansen’s 
concern with “finance capitalism” in 
general and “the stability of capital 
values” in particular stands in sharp 
contrast to Keynes’s predilection for 
“industrial capitalism” in general and 
“the euthanasia of the rentier” in par- 
ticular. Perhaps this contrast is due to 
Hansen’s being in a “stock-conscious” 
America, whereas Keynes lived in a less 
“stock-conscious” England. Be that as 
it may, this reviewer is disposed to 
agree with Hansen’s conviction that 
monetary policies (including both 
quantity and rate measures) are not so 
effective as fiscal policies in promoting 
the stable growth of the American 
economy. 

As for his notion of 
growth,” Hansen suggests that the op- 
timum rate of capital accumulation is 
that which is consistent with “the rate 
of scientific research and invention” 
and “the growth of population.” This 
rate is equivalent to Harrod’s “natural” 
growth rate. Presumably Hansen’s 
“maximum” rate, which he rejects in 
favor of the “optimum” rate, is analo- 
gous to Harrod’s “warranted” growth 
rate commensurate with entrepreneu- 
rial profit maximization. Hansen fails 
to make clear why he prefers to see the 
American economy grow at the “opti- 
rather than the “maximum” 


“optimum 


mum” 
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rate. The tacit reasoning involved 
seems to be that if and when the “max- 
imum” rate exceeds the “optimum” 
rate, excess capacity develops relative 
to effective demand and makes for 
secular stagnation. It follows that when 
these two rates coincide by accident or 
design, we have what Harrod calls 
“progressive equilibrium” with full em- 
ployment but without chronic instabil- 
ity (upward or downward) or what 
Joan Robinson terms “the golden age” 
in which capital accumulation and 
population growth are in ‘perfect har- 
mony with each other. Both Hansen 
and Harrod are, of course, correct in 
giving primary emphasis to. stable 
growth, so far as a “closed” advanced 
economy is concerned. But-I would re- 
mind them of Keynes’s more global 
view that “I am myself impressed by 
the great social advantages of increas- 
ing the stock of capital until it ceases to 
be scarce” (General Theory, p. 325), 
implying that the world is still full of 
nations badly needing such redundant 
capital as wealthy economies might ac- 
cumulate even in an erroneous effort 
to maximize their growth rates, instead 
of endeavoring to stabilize already high 
existing growth rates. 

Hansen characteristically concludes 
his new book by stating: “Keynes, 
more than any other economist of our 
time, has helped to rescue economics 
from the negative position to which it 
had fallen to become once again a 
science of the Wealth of Nations and 
the art of Political Economy.” To this 
I might add S. E. Harris’ introductory 
statement: “No American economist 
has contributed more than Professor 


Hansen to the advance and dissemina- 


tion of his part of economics [the part 
dealing with ‘national stability, invest- 
ment, gon predeeny, and distri- 
bution’ ].” . 


KENNETH K. KurRIHARA 
Rutgers University 


Fluctuations, Growth, and Forecasting. 
By Sherman J. Maisel (New York: | 
John Wiley and Sons, 1957, pp. xv, 
552. $7.50; college edition, $6.25) 


Fluctuations, Growth, and Forecast- 
ing is a refreshing departure from tra+ 
ditional textbooks. Professor Maisel’s” 
writing style has the clarity and con-— 
ciseness of the better business maga- 
zines and journals. It gives his work a 
pragmatic flavor which convinces the 
reader that economics is a useful and _ 
used tool in the process of adjusting to | 
a world of dynamic change. The book | 
is a rare example of applied economics 
in which the economics and the appli- 
cations are in good balance. Cases are | 
used but not for their own sake; they 
are brief and are used to illustrate 
theory only when they make theory 
more meaningful or to illustrate the 
actual use of economics in business and 
government. 

The text is divided into five distinct 
parts of varying length, and unfor- 
tunately, of varying quality.. Part I 
(Chapters 1 through 5) gives a general 
description of the structure, growth, 
and instability of the American econ-— 
omy in the twentieth century. It pro- | 
vides an adequate but not outstand- 
ing portrayal of the basic issues of 
economic dynamics. 

Part II (Chapters 6 and 7) begins 
with a brief chapter summarizing the 
major types and sources of data de- 
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scribing the behavior of the economy. 
This is followed by Chapter 7 which 
discusses and defends model building 
as the best approach to economic 
analysis. Static and dynamic circular 
flow models are effectively compared, 
as are income and price elasticity 
- models. 

Part III (Chapters 8 through 16) 
is the longest and by far the strongest 
part of the book. Cases are used to 
good advantage in the treatment of 
spending behavior in the consumer, 
business, and government - sectors. 
Throughout this section the author 
the importance of con- 
sumption as a cause of dynamic 
change. Here he makes an important 
qualification on the more traditional 
treatment which usually leaves the im- 
pression that consumption is a passive 
tail wagged by the investment dog. 
Chapters 10 through 13 are an excel- 
lent general discussion of why, how, 
and when business firms invest. The 
role of the interest rate is placed in its 
proper perspective as a minor influence 
-among the many diverse influences on 
investment decisions. Chapter 14 goes 
beyond the simple aggregate dollar 
‘impact of government spending and 
taxing. It discusses tax incidence, redis- 
tribution of income, and the psycholog- 
ical effects of taxes. Good historical 
perspective is given on the changing 
size and make-up of the Federal 
budget. Unfortunately, however, the 
author has taken on too big an assign- 
ment, and he skates rapidly over some 
very thin ice. Although the book is 
essentially macro analysis, Chapter 16 
integrates micro and macro theory in 
a good (but too brief) discussion of 


~emphasizes 


the inflation spiral. A case study brings 
together the various elasticity concepts 
(cross, price, and income) in an inter- 
esting problem of correlation analysis. 

Part IV (Chapters 17 through 20) 
devotes one brief chapter to a most 
inadequate survey of cycle theory, and 
two chapters to a routine discussion of 
the cycle experience of the last fifty 
years. Chapter 20, which bears little 
relation to the other chapters, presents 
a summary of who the forecasters in 
business and government are, what 
they do, how they do it, and how busi- 
ness firms can make use of them. 

Part V (Chapters 21 through 25) is 
devoted to policy 
much like those found in a good ele- 


recommendations 


mentary principles book, with one ex- 
ception: Chapter 25, “Dynamic Poli- 
cies for Individuals,” is a unique and 
valuable addition to the textbook field. 
The analysis of the preceding chapters 
is applied to the personal (nonbusi- 
ness ) This 
meets a long unfilled need for both 
students and businessmen. 

In spite of its many good points, 
Fluctuations, Growth, and Forecasting 
has a fundamental weakness. Professor 
Maisel states in the preface that the 
book presents a “unified treatment of 
all factors influencing the economy 
. . .” So ambitious an objective causes 
him to spread himself too thin over too 
broad a canvas. The result is a “hand- 
book” tone throughout. Ideas, prin- 
ciples, and data pass in review at a pace 
which prevents critical appraisal and 
debate where such is clearly called for. 
The instructor using the book will find 
himself with a considerable burden of 


finances of individuals. 
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warning, qualifying, and pointing to 
exceptions. 

Both content and style are clearly 
aimed at the growing book market 
among businessmen. Apparently for 
this reason, the author has chosen to 
omit footnotes and many desirable ci- 
tations to primary sources. The source 
notes on tables and charts are also in- 
adequate to reveal the precise deriva- 
tion of the data. Here again the 
“handbook” tone prevails and discour- 
ages further study by the serious stu- 
dent, and places an unnecessary burden 
on the teacher. However, this volume 
is sure to be of value to the business- 
man who wants a general summary of 
currently accepted theory without too 
much detail. It will also be attractive 
to many teachers of business economics 
who prefer a macro orientation. 

Its brief treatment of cycle theories 
and the weaknesses noted limit its 
value as a text in business cycles or 
intermediate theory. 


Pau G, Craic 
Ohio State University 


Concentration in Canadian Manufac- 
turing Industries. By Gideon Rosen- 
bluth (Princeton: Princeton Uni- 
versity Press for the National 
Bureau of Economic Research, 
1957, pp. xv, 152. $3.50) 

We have come to expect a high 
standard in studies prepared under the 
auspices of the National Bureau of 
Economic Research, and this book is 
no exception. It is well written, except 
for the use of technical jargon that is 
inherent in the method of approach, 


and well produced. The introductory - 


chapter describes the method and the 
sources of data, and summarizes the 
findings. Then follow chapters on con- 
centration in the industries chosen; 
plant and firm concentration; compari- 
son with the United States; and 
changes in concentration. These chap- 
ters contain some interesting observa- 
tions on Canadian development and 
location of industry. “We show that. 
concentration is, mathematically, a. 
function of the size of the industry, the | 
average size of firms in the industry, , 
and the degree of inequality of firm. 
sizes within an industry.” The effect on) 
firm size of the proportion of capital | 
to labor and of transportation costs is} 
also examined. 

The findings for some industries a 
such as would have been expected! 
without elaborate statistical effort; for’ 
the rest, one is tempted to ask, What} 
are the fundamental causes of the de-. 
grees of concentration? Obviously, no) 
businessman in Canada has made 
policy decisions on the basis of studies} 
such as this, and there is a good deal 
of evidence that decisions are not such 
as would have been made by a well-if 
informed a 


“economic man.” Decisions¥ 
made in the past which were out off 
line with these findings could seldomy 
be easily reversed, and there is no evi-4 
dence that they have in fact been 
reversed as the result of experience, nor 
that “survival of the fittest” has been 
a factor of major importance. The 
author quotes from a book which at-| 
tributes growth of firm size to “oppor-j 
tunities for promoter profit, oenealll 
ambition of industrial and financial 
‘Napoleons’ and advantages of monop-| 
oly power,’ but he does not subject} 
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these to mathematical analysis, prob- 
ably because they would prove recalci- 


_ trant. Yet we know that they have had 


a considerable effect on Canadian in- 
dustry. If the late Sir Herbert Holt had 


_ been interested in manufacturing bis- 
cuits instead of cottons, the concentra- 
_ tion in the biscuit industry might have 
been as high as it is in the United 


States, whereas that which has doubt- 


less taken place in the cotton industry 
might have been smaller and readily 
_ explained by changes in technology. In 


the absence of any reply to these ques- 
tions one asks whether some of the 


correlations demonstrated may not be 
fortuitous. The fact that, by and large, 


concentration in Canada is similar to 
that in the United States is striking, 
but one still wants to know how it 
came about, except when it can obvi- 
ously be attributed to transportation 
costs or technological change. 

The findings presented in this study 
should be very useful to other scholars, 
giving them a basis on which to build 
further studies of a kind in which 


Canada is conspicuously deficient. 


C. A. ASHLEY 
University of Toronto 


Europe and the Money Muddle. By 
Robert Triffin (New Haven: Yale 
University Press, 1957, pp. xxvii, 
351. $5.00) 

In this book, subtitled “From Bi- 
lateralism to Near-Convertibility, 1947- 
1956,” Robert Triffin analyzes the 
reasons for the monetary and balance 
of payments crises in the various Eu- 
ropean countries after World War II, 


‘the subsequent improvement in this 


19 


situation, and the prospects for further 
improvement in the future. Despite the 
growing tendency towards compart- 
mentalization and specialization, Trif- 
fin (who is generally thought of as a 
monetary economist) not only recog- 
nizes but also attempts to demonstrate 
the interrelationships which exist with 
respect to the domestic monetary situa- 
tion of any country, its external eco- 
nomic dealings, and the level and 
movement of its internal prices and 
production. Moreover, unlike certain 
other specialists in this field, he recog- 
nizes that there are definite and rather 
narrow limits to what monetary man- 
agement per se can achieve. 

Triffn is not only well trained in 
theory but also has had practical ex- 
perience in his field and has a very 
practical, albeit intellectually sophisti- 
cated, approach to his subject matter. 
In addition, although he has done a 
tremendous amount of research and 
analysis in preparation, he has written 
a book which is not encumbered with 
numerous footnotes or with laborious 
and intricate theoretical analyses. 

The book is unusual too in that it 
begins with a review by the author 
himself, which is both pertinent and 
pert. A little too pert, perhaps, since it 
encourages the reader to expect a 
sprightliness of style which is com- 
pletely lacking in the body of the book. 

Despite its unifying theme, the book 
is actually concerned with several dit- 
ferent topics. Thus, successive chapters 
are devoted to an examination of the 
postwar European balance of payments 
problem (with special emphasis on the 
dollar shortage), a review of national 
monetary developments and policies in 
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postwar Europe, and an attempt at 
integrating data on balance of pay- 
ments, national income, and monetary 
analysis. 

Confining himself for the most part 
to the 12 major member countries of 
the Organization for European Eco- 
nomic Cooperation, Triffin shows the 
relation between external deficits and 
internal inflationary pressures, dealing 
with overliquidity (or latent inflation) 
as well as with open inflation. He 
shows that the 1947 monetary crises, 
like the immediate postwar situation, 
were not merely the result of inappro- 
priate or inadequate national policies 
in the individual countries involved, 
and that national policies, no matter 
how astute, could not by themselves 
remedy the situation. 

Having provided this justification of 
the necessity for international action to 
restore a workable system of multi- 
lateral trade and payments, Triffin 
proceeds to examine the early attempts 
made in this direction by the Interna- 
tional Monetary Fund and the attempt 
to restore sterling as a key currency. 
After explaining why these attempts 
failed, Triffin examines the techniques 
by which bilateralism was actually 
curbed, with special emphasis on the 
European Payments Union, created in 
1950. 

In the last three chapters, the author 
presents his own ideas on the current 
prospects of convertibility, as well as 
the proper role of world-wide institu- 
tions, regional cooperation, and na- 
tional policies in moving towards this 
goal. To anyone who has read the pre- 
ceding chapters, it comes as no surprise 
that Triffin believes that nineteenth- 
century convertibility was unique to 


its own time. Provided we are willing — 
to redefine it somewhat in accordance 
with current realities, however, it is 


just as desirable now as ever, Triffin 
believes. And provided we are willing 
to make intelligent use of international 
and regional cooperation in achieving 
it, “convertibility is around the corner.” 
The book thus deals with important 
matters, worthy of widespread consid- 
eration, and the author’s points are 
generally well supported by facts. Nev- 
ertheless, this reviewer cannot help but; 
agree with Triffin when he writes in his 
own introductory review that his read-_ 
ers will probably be few. His book is, 
on the one hand, not technical enough 
for the theoreticians, and on the other, 
too difficult for most laymen. His main 


audience will, therefore, probably be 


economists and others who are con-| 
nected with governmental or intergov- 
ernmental agencies concerned with 
monetary affairs and international pay- 
ments, and those who have had such 
connections in the past or hope to have 
them in the future. 

This is a pity. One must hope that 
somehow a wider audience will be at-. 
tracted. This reviewer is tempted to 
suggest that Triffin set forth some of 
his ideas in a form which will be more. 
acceptable to, and more easily assimi-. 
lated by, the wide audience they' 
deserve. 


Betty G. FISHMAN | 
West Virginia University . 


Cost Data for the Management of Rail- 
road Passenger Service. By Dwight 
R. Ladd (Boston: Harvard Uni-) 
versity, Graduate School of Busi- 
ness Administration, Division of Re- 
search, 1957, pp. xvi, 345. $4.50) 
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Professor Ladd has made a fine con- 


tribution to a difficult and commonly 


misunderstood subject — cost ascertain- 
ments in the field of railroad passenger 
service. The approach is that of an 
economist demonstrating the analytical 
tools needed for decision making in the 
increasing range of problems created by 
passenger deficits. The work is well 
buttressed by investigation, research, 
and case histories furnished by a num- 
ber of railroads. 

The railroad is likened to a factory 
several hundred miles long and a few 
hundred feet wide with continuous 
production processes over much of the 
distance. The process of assembling, 
over intervals of time and space, the 
motive power, cars, and crews, and the 
passengers themselves, for a_ given 
1,000-mile train movement creates 
problems in cost ascertainment which 
are unique to rail service. 

Costs involved in rail transport are 
compared to building blocks to be as- 
sembled in each instance according to 
the management problem in hand. The 
fitting together of the costs to meet 
management’s needs in each specific 
case is repeatedly stressed. The usual 
basic issue is that the relation of reve- 
nues to costs is getting out of hand. 

The basic records of payrolls, mate- 
rial requisitions, bills payable, and so 
on, rather than the accounts in total, 
are the grist for the cost analyst’s mill. 
Thus, Professor Ladd notes that the 
ICC classification of accounts allocates 
the cost of brooms among 8 different 
accounts whereas the repairs to 27 dif- 
ferent types of passenger cars are 
placed in one account. Even detailed 
records fail when treating with loco- 


motive repair costs chargeable to dif- 
ferent weights of trailing loads. The 
author here accepts as logical a western 
road’s treatment of engine wear and — 
tear as a function of work the engine 
performs, using fuel consumption as a 
good measure of the horsepower output 
of an engine. 

Professor Ladd finds there is no 
clearly defined locus of responsibility 
for the profitable operation of a seg- 
ment of the total rail business. Histori- 
cally, the railroads’ concern has been 
primarily with keeping total rail costs 
in line with total rail revenues. With 
competition today sniping at particular 
segments of the business, the locus of 
profit control shifts from the over-all 
totals to the host of vulnerable parts. 

Great weight is attached to the sub- 
ject of correct cost concepts. The au- 
thor deplores the use of full costs or of 
improperly computed costs which are 
solely related either to passenger or 
freight service and which do not reveal 
the true economic effects of current 
operations or of proposed changes 
therein on profits. 

The author is critical of the uses 
made of the Interstate Commerce 
Commission’s freight and passenger ex- 
pense separations. Part of this criticism 
applies to the carrier applications and 
part to the formula itself. The formula 
was created to provide an indication of 
trends in relative profitability of the 
freight and passenger services. In the 
opinion of the reviewer, it has served 
this latter purpose well. Allowing for 
some historical changes in the basis of 
expense separations, the formula has 
registered the sharp transition of the 
passenger train services from a profit 
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position in the twenties to one of heavy 
deficits in recents years (excluding only 
the World War II years). The figures 
have served as a useful warning sign. 

To do a precise job of separation be- 
tween freight and passenger costs, and 
between variable and constant costs, on 
a system-wide annual basis would rep- 
resent an extraordinary task. Thus, a 
major element of common expense is 
roadway maintenance. Professor Ladd 
here finds valid the generalization that 
a higher level of maintenance is re- 
quired for passenger than for freight 
service. Recognition of this in the ac- 
counting separations would be difficult. 
As it stands, the formula serves many 
useful purposes as a point of departure, 
especially when accompanied by the 
special studies of individual accounts 
(a trend now well under way). Never- 
theless, it is most desirable that the true 
economic (avoidable) passenger defi- 
cits be carefully ascertained periodi- 
cally as a matter of guidance in deci- 
sion making for the ICC, shippers, and 
others. 

Professor Ladd’s basic message is 
that where costs are ascertained, the 
concepts employed should be appropri- 
ate to the specific issues involved. Un- 
fortunately, where the passenger train 
services are involved this is often not 
the case. 

Forp K. Epwarps 
Washington, D. C. 


Patterns of Farm Financial Structure. 
By Donald C. Horton (Princeton: 
Princeton University Press for the 
National Bureau of Economic Re- 
search, 1957, pp. xx, 185. $4.50) 


This is the fourth and latest in a 


products, and farm products used in> 


series of monographs produced from 
the Agricultural Finance Project of the 
National Bureau of Economic Re-— 
search. In it Dr. Horton attempts to 
relate the farmer’s use of financial 
techniques (owning, renting, and bor- 
rowing) to the asset structure and 
enterprise organization of his farm busi- 
Asset structure is measured in 
size by total value of assets at 1940 
prices; in composition, by percent of 
assets in land, buildings, and non-real 
estate assets, by percent of total acreage; 
in cropland, and by percent of real 
estate in the farm dwelling. Enterprise 
organization is measured by percent of 
farm products, at 1940 prices, in sales 
of crops and livestock (excluding dairy 
and poultry), dairy products, poultry — 


ness. 


the household. 
Statistics were obtained from the 1939 © 
Census of Agriculture, supplemented — 
with survey data (1940) for certain fi- | 
nancial measures. They are reported as 
individual farm averages for each of 
108 counties, distributed nationwide. 
Each county is reasonably homogene- 
ous and represents a distinctive type of | 
agriculture. Counties which ranked 
high in percent of non-operator interest | 
in farm assets also ranked high in: | 
farm size; percent of assets in land; 
percent of acreage in cropland; percent | 
of farm products in crop and livestock 
(excluding dairy and poultry) sales; 
percent of farm mortgage debt held by | 
Federal Land Banks, Federal Farm | 
Mortgage Corporation and insurance | 
and investment mortgage companies; 
and non-real estate debt as a percent 
of non-real estate assets. They ranked 
low in: buildings as a percent of all : 


i 
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assets; percent of farm products in 
dairy and poultry sales; percent of farm 
products consumed in the household; 
number of days operator worked off 
the farm; and percent of farm mort- 
_ gage debt held by commercial and sav- 
_ ings banks and by individuals and mis- 
cellaneous lenders. 

The data failed to reveal sharp rela- 
tionships between asset or product 
_ characteristics and creditor interest, 
_ though creditor finance tended to in- 
_crease in counties with small farms. 
Landlord financing varied far more 
_ than creditor financing, and in general, 
inversely with operator interest in as- 
sets. In non-real estate lending, com- 
mercial banks and Production Credit 
Associations tended to concentrate in 
counties which ranked high in percent 
of farm mortgage debt held by insur- 
ance and investment mortgage com- 
panies. 

Numerous sharp correlations were 
established by arraying the 108 counties 
in groups of high, medium, and low in 
terms, successively, of the several vari- 
ables used to measure asset structure 
and product characteristics. These find- 
ings form the substance of Chapters 3 
through 6, about half the length of the 
book. Asset deflation from 1930 to 1940 
is also given for each grouping of 
counties. 

The results are interesting because of 
their obvious importance in problems 
of farm management and policy as well 
as agricultural finance. However, they 
are hardly more than illustrative in 
this sense. County-wide averages reduce 
variation in the statistics and even vio- 
late the meaning of some within-farm 


measures. Of greater importance is the 
methodological suggestion that rela- 
tionships do exist, and can be meas- 
ured, between production and financial 
organization of farms. 

One wonders about Saulnier’s state- 
ment introducing the book: “. . . there 
is assuredly more reason for believing 
that financial arrangements accommo- 
date themselves to the nature of the 
production process . . . than that such 
connections run in the opposite direc- 
tion...” (p. 3). Does the farmer vary 
his financial organization according to 
opportunities in production? Or does 
he vary production organization on the 
basis of financial opportunities? What 
are the criteria for economic optima in 
financial organization? Can they be 
conceived with the precision we have 
attained in production organization? 
No hint is given by either Horton or 
Saulnier of a frame of reference for 
this type of problem. Yet this might be 
the most important deficiency for nu- 
merous areas of research suggested by 
these findings. 

Though not highly technical, the 
book is not light reading. The peculiar 
sorts of variables used and the vast 
number of relationships in the tables 
must have taxed the ingenuity of both 
author and editor. Neither was wholly 
successful in developing a lucid text. 
There are exasperating failures to clar- 
ify terms. Many sentences are breath- 
taking in length and complexity. But 
for those interested in this vital area, 
the distillation of method and_sub- 
stance is rewarding. 

C. B. BAKER 


University of Illinois 
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Human Relations in Business. By Keith 
Davis (New York: McGraw-Hill 
Book Company, 1957, pp. xiv, 557. 
$6.50) 


This text is a truly significant con- 
tribution to management literature. Its 
purpose is “to discuss . . . the funda- 
mentals of employee human relations 
in business.” It “is designed [and.qual- 
ifies] for use as a text in college and 
university courses, management devel- 
opment programs, advanced supervi- 
sory training, adult education classes, 
and management self-study.” The book 
succeeds in its aim “to present material 
in a well-organized fashion.” Its inter- 
esting and oftentimes arresting’ style is 
scholarly. The material is well-docu- 
mented with copious footnotes. 

Human Relations in Business 1s 
highly practical and focuses on prob- 
lems that occur in an 
which “change is the 
The frequent use of 
human 


environment in 
only constant.” 
examples adds 
warmth. New 
slants on old ideas occur unexpectedly. 
Each chapter is prefaced by one or 
more pithy human relations sayings. 
Questions at the ends of the chapters 
are unusually penetrating and provoca- 
tive; it is likely that they will be used— 
and not only for examination purposes. 

Fourteen useful case studies in hu- 
man relations appear at the back of the 
book. Unfortunately, the brief intro- 
duction to the case study technique of 
teaching as presented in Chapter 11 is 
hardly sufficient to give reassurance to 
the teacher who may not be experi- 
enced in this approach. Four practical 
role-playing situations are included in 
Chapter 12. 


In the author’s own words, “human 


interest and 


relations as an area of management 
practice is the integration of people 
into a work situation in a way that 
motivates them together 
productively, cooperatively, and with 
economic, psychological, and _ social 
satisfaction” (p. 4). Indeed, human 


to work 


relations is by its very nature integra- 
tive, goal-oriented, evaluative, philo-_ 
sophical. Yet in this book one finds no- 
such structuring of principles by means 
of central, unifying, all-pervasive con- 
cepts. This is not to say that the book 
violates commonly accepted human 
relations philosophy. Instead, the phil- 
osophical approach is just not empha- 
sized. Nor can one discern a true so- 
ciological perspective, even though the | 
term sociology and some of its notions 
are to be found in scattered places_ 
throughout the book. 

Mr. Davis presents no unifying con- 
cept that weaves the closely allied no-— 
tions of objectives, motivation, interest, | 
meaning, conflict, frustration, morale, 
and labor problems into a connected 
pattern. For him the “interdisciplinary 
approach” seems to represent an em- | 
phasis upon the term interdisciplinary | 
and a reminder to the reader that 
several disciplines apply in the area of. 
human relations. This shortcoming is 
evident throughout the text. It is mani- 
fested more through what the author 
does not say and emphasize than 
through what he does consider to be 
important. This is particularly appar- 
ent in his two excellent chapters on the 
subject of communications. Perhaps be- 
cause of his close acquaintance with) 
this particular subject and his wide 
reading in the area, several integrative 
terms and notions are mentioned in 
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these chapters which can easily be 
demonstrated to merit more appropri- 
_ate emphasis elsewhere in the text. Yet 
in these other places they are not even 
_ mentioned. 

One might advantageously observe 
several other things: There is no em- 
phasis upon means-ends chains in hu- 
man relations. There is little emphasis 
upon sensitivity training — learning to 
become sensitive to one’s own and 
others’ emotional reactions in an evolv- 
ing human situation. The integrating 
sociological notions of “frame of refer- 
ence’ and “power” are slighted, al- 
though certain manifestations of power 
in the forms of motivation, authority, 
and energy are described. There is no 
adequate introduction to relatively 
common terminology in the field such 
as “alter ego” and “legitimacy,” to 
name two examples. At least one im- 
portant technique, one that is probably 
not a fad, was completely overlooked, 
namely, the “collection and analysis of 
critical incidents” for studying conflict 
situations. Finally, there is only inci- 
dental and indirect discussion of the 
strategy of getting things done without 
organizational power. 

On the plus side, the author does a 
good job of reminding the reader that 
producers precede production and that 
therefore effective effort must be em- 
ployee-centered, but in an environment 
where the supervisor has influence with 
management. Davis is one of the first 
to emphasize that human relations and 
organizational matters cannot, in fact, 
be dissociated: the problem of organi- 
zation is a human relations matter (see 
pp. 243, 366, and 464). In this connec- 
tion his term “social delegation” (p. 


290) may very well take hold and be- 
come part of accepted terminology. So- 
cial delegation refers to the action of a 
manager in sharing his problems with 
his group. Like formal delegation, so- 
cial delegation does not weaken organ- 
izational authority. 

All of the chapters are well-written. 
In the reviewer’s opinion, the chapters 
on participation, role-playing, and col- 
lective bargaining are particularly good, 
and the chapter on resisting change is 
outstanding. Davis’ interesting com- 
ment that “one cause of the ‘stickiness’ 
of red tape is normal resistance to 
change” (p. 366) 
minor, but typical illustration of why 
this book may become one of the most 


provides another 


popular texts in this area. 


Pau M. DautTeEn, Jr. 
University of Illinois 


Automation in Business and Industry. 
By Eugene M. Grabbe, ed. (New 
York: John Wiley and Sons, 1957, 
pp. xix, 611. $10.00) 


In the spring of 1957 Dr. Grabbe 
supervised a series of lectures at the 
University of California at Los Angeles 
under the title now given to those lec- 
tures in the book format. An unusually 
large attendance of 735 indicated the 
popularity of the subject and led to the 
editing of the lectures into a loosely or- 
ganized handbook of automation. 

Although the lectures on which the 
book chapters are based were directed 
at “engineers and management from 
business and industry,” the course was 
given as part of the engineering exten- 
sion program and as such was oriented 
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toward the engineer. An obvious bias 
toward the physicist and electronic en- 
- gineer as high priests of the automation 
cult is apparent throughout the book. 
The concluding chapter by Dean Wool- 
dridge, in referring to the history of 
weapon systems development dismisses 
the mechanical engineer with: “. 
electrical engineers and physicists are 
better suited to the solution of new 
types of previously unencountered 
problems than are mechanical engi- 
neers.” He also subordinates the “fac- 
tory man” to a role in which he is 
“primarily a source of input data to the 
project team.” 

The orientation of the authors is 
most apparent when they discuss the 
psychology, sociology, or economics of 
automation. Having developed a topic 
which by implication is beyond the 
comprehension of the businessman or 
social scientist, they proceed to general- 
ize on the social and personal effects of 
automation and to predict the results 
of the current industrial revolution. 
Needless to say, the social scientists who 
have the training and experience in 
their own specialized fields may well 
take issue with the engineers on a num- 
ber of the points made. 

The technical information included 
in the book, on the other hand, quali- 
fies it as a most useful survey of the 
state of the art of automation. The 
sections on computers, feedback con- 
trol systems, and process control are 
particularly helpful in understanding 
the basic concepts of automation. 

Dr. Grabbe has done an excellent job 
of editing the style of the book. The 
prose and illustrative material are quite 
consistent throughout. However, the 
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level of discussion varies disconcertingly 
and may discourage the reader. Al- 


though an attempt has been made to 


place the chapters in some sort of log-_ 


ical sequence, the technical background 
required for understanding the mate- 
rial is definitely not progressive. Since 


understanding of the later chapters of 


the book is not predicated on that of 


the earlier chapters, the reader is ad-_ 


vised to skip over parts which prove 
difficult or not useful. The book may, 
in fact, be read quite successfully by, 
selecting those chapters which appear 
to be of interest. 


In a new and rapidly advancing field” 


such as automation there are bound to 
be some differences of opinion on some 
of the fundamental definitions. The 


classification of automation as a special 


body of knowledge is itself arbitrary. It 
appears that each of the authors has 
a personal definition of automation 
which is not very much different from 
his definition of “systems engineering,” 
“control engineering,” and “operations 
research.” The differences in defini- 
tions resolve themselves as differences 
in experience and approach and will 
undoubtedly lessen within the next few 
years. 

It is reasonable to assume that the 
book is designed to serve as an interim 
reference until the publication of the 
Handbook of Automation Computation 
and Control by Simon Ramo, Dean 
Wooldridge, and Eugene M. Grabbe. 
It is to be hoped that the forthcoming 
work will provide more of the technical 
aspects and less of the “philosophy” of 
automation. 


T. E. BARTLETT 
Purdue University 
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